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REDUCING  INAPPROPRIATE 
MEDICARE  SPENDING 


THURSDAY,  MAY  21,  1992 

U.S.  Senate, 

Subcommittee  on  Medicare  and  Long-Term  Care, 

CoMMnTEE  on  Finance, 

Washington,  DC. 
The  hearing  was  convened,  pursuant  to  notice,  at  2:06  p.m.  in 
room  SD-215,  Dirksen  Senate  Office  Building,  Hon.  John  D. 
Rockefeller  IV  (chairman  of  the  subcommittee)  presiding. 
Also  present:  Senators  Daschle,  Durenberger,  and  Grassley. 
[The  press  release  announcing  the  hearing  follows:] 

[Pre«B  ReleaBe  No.  H-26,  May  14,  1992] 
SUBCOMMIITEE  TO  EXAMINE  WaYS  TO  CUT  INAPPROPRIATE  MEDICARE  SPENDING, 

Rockefeller  Says  Stricter  Oversight  Needed 

WASfflNGTON,  DC. — Senator  John  D.  Rockefeller  IV,  Chairman  of  the  Senate  Fi- 
nance Subcommittee  on  Medicare  and  Long-term  Care,  Thursday  annotmced  a  hear- 
ingto  look  at  wayB  to  reduce  inappropriate  Medicare  spending. 

The  hearing  will  be  at  2  p.m.  Thursday,  May  21,  1992  in  SI>-216  of  the  Dirksen 
Senate  Office  Building. 

Rockefeller  (D.,  West  Virginia)  said  the  Subcommittee  will  explore  ways  to  reduce 
expenditures  through  more  rigorous  oversight  of  waste,  fraud  and  abuse  in  the  Med- 
icare program. 

"The  Subcommittee  will  assess  issues  relating  to  funding  of  intermediaries  and 
carriers  for  oversight  activities  and  will  address  the  provision  of  unnecessary  serv- 
ices," Rockefeller  said. 

Senator  Rockefeller.  This  hearing  will  come  to  order.  The  jun- 
ior Senator  from  West  Virginia  appears  to  be  late,  and  in  my  guilt 
would  ask,  and  Dave  Durenberger  s€dd  it  is  all  right,  that  Senator 
Cohen  proceed  so  that  we  can  make  sure  that  you  have  a  chance 
to  speak  before  the  vote,  and  then  we  can  make  our  comments 
afterwards. 

STATEMENT  OF  HON.  WILLIAM  S.  COHEN,  A  U.S.  SENATOR 

FROMMAn^ 

Senator  Cohen.  I  appreciate  that  very  much,  Mr.  Chairman. 
Thank  you  for  inviting  me  to  testify  at  this  afternoon's  hearing  to 
examine  the  ways  in  which  we  might  better  protect  Medicare  from 
fraud,  abuse,  and  inappropriate  spending. 

As  all  of  us  in  tliis  room,  know,  our  health  care  bill  is  expected 
to  top  $817  bilhon  this  year.  And,  unfortunately,  this  explosion  in 
health  care  spending  has  also  created  a  Hteral  wealth  of  opportvini- 
ties  for  a  growing  and  increasingly  sophisticated  army  of  "scam  art- 
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ists"  who  have  embarked  on  a  spree  of  what  one  regulator  has 
called  "white  collar  wilding." 

As  our  Nation's  largest  payer  for  health  care —  and  as  the  fastest 
growing  major  program  in  the  Federal  budget,  Medicare  has  be- 
come a  prime  target  for  looters  and  larcenists  looking  for  ways  to 
make  a  quick  million  or  two  off  the  system. 

While  the  overwhelming  majority  of  the  Medicare  providers  are 
dedicated  and  honest  professionals,  the  rapid  growth  and  sheer  size 
of  the  program  has  greatly  increased  Medicare's  vulnerabihty  to 
fraud  and  abuse. 

Therefore,  we  have  to  be  extremely  vigilant  in  our  efforts  to  en- 
sure that  sufficient  safeguards  are  in  place  to  detect  and  ehminate 
the  corrupt  few  who  are  robbing  the  taxpayers  by  billing  for  serv- 
ices and  supplies  that  are  unnecessary,  inappropriate,  or,  indeed, 
even  of  inferior  quality. 

Last  fall,  the  Senate  Aging  Committee  held  a  hearing  which  fo- 
cused on  the  problems  and  potential  for  fraud  and  abuse  in  the  cur- 
rent system  used  to  issue  provider  numbers  to  those  who  wish  to 
bill  Medicare  for  their  services. 

Currently,  Medicare  carriers  are  responsible  for  assigning  pro- 
vider numbers  to  hospitals,  physicians,  home  health  agencies,  and 
medical  supply  companies  who  plan  to  bill  Medicare  for  their  serv- 
ices. 

But  most  carriers  do  not  keep  track  of  their  providers,  and  the 
numbers  are  rarely  deactivated,  even  when  the  provider  has  lost 
the  legal  authority  to  practice. 

This  lack  of  carrier  oversight  also  enables  those  providers  to  be 
issued  multiple  numbers,  allowing  them  to  double  bill,  over  bill, 
and  then  avoid  being  caught  for  these  fraudulent  activities  simply 
by  hopping  from  one  number  back  to  the  other,  and  thereby  cover- 
ing their  tracks. 

The  provider  number  system  is  even  more  lax  for  medical  equip- 
ment suppUers.  Durable  medical  equipment  suppHers  are  not  re- 
quired to  be  certified  or  licensed  in  order  to  do  business  with  Medi- 
care. In  fact,  they  do  not  have  to  meet  any  standards  whatsoever. 
The  carrier  will  issue  a  number  to  any  supplier  requesting  one,  no 
questions  asked. 

In  my  estimation,  the  current  system  is  the  equivalent  of  the 
government  issuing  a  lifetime  gold  card  with  an  imlimited  balance 
and  no  annual  service  fee  to  supphers  without  first  running  a  cred- 
it check. 

Last  year,  the  minority  staff  of  the  Aging  Committee  conducted 
an  investigation  of  durable  medical  equipment  telemarketers  who 
were  taking  full  advantage  of  the  current  weaknesses  in  the  system 
in  order  to  bleed  millions  of  dollars  from  the  Medicare  program. 

Our  investigation  revealed  some  rather  shocking  practices  of  fly- 
by-night  operations  that  made  call  after  call  to  unsuspecting  sen- 
iors to  induce  them  to  accept  what  was  described  as  "free  medical 
equipment,"  equipment  that  was  rarely  needed,  generally  of  infe- 
rior quaHty,  and  of  little  or  no  therapeutic  value. 

And  I  will  give  the  committee  just  a  few  examples.  A  plain  piece 
of  beige  foam  cost  one  DME  supplier  $23.  It  was  billed  to  Medicare 
for  more  than  $240  as  a  flotation  pad  for  a  wheelchair. 
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A  simple  heating  pad  which  could  be  purchased  through  a  Sears 
Catalog  for  $23  was  purchased  by  a  DME  telemarketer  for  $9.68. 
They  then  billed  Medicare  for  $67,  which  was  three  times  the  price 
at  Sears,  and  nine  times  the  original  purchase  price. 

And,  finally,  a  bed-sized,  flimsy  piece  of  pink  foam  was  billed  to 
Medicare  as  a  dry  flotation  mattress  to  prevent  bedsores. 

This  item,  which  is  next  to  useless — I  do  not  think  it  even  quali- 
fies as  being  useless — was  purchased  by  a  suppHer  for  about  $28. 
It  was  billed  to  Medicare  for  more  than  $1,100,  which  represented 
a  profit  of  more  than  3,800  percent. 

In  the  wake  of  these  exposures,  I  introduced  legislation,  the 
Quahty  Medical  Equipment  and  SuppUes  Act,  which  takes  several 
steps  to  guard  against  unscrupulous  providers. 

It  would  require  supphers  to  meet  strict  criteria  and  disclosure 
requirements  in  order  to  obtain  and  renew  provider  numbers;  it 
would  require  HCFA  to  develop  a  standard  provider  number  appli- 
cation form  and  require  supphers  to  certify  the  accuracy  of  the  in- 
formation they  provide;  it  would  call  for  the  verification  of  the  in- 
formation given  by  providers  through  random  audits  and  on-site  in- 
spections; it  would  call  for  imiform  coverage  and  utilization  criteria 
so  all  carriers  will  be  paying  the  same  reimbursement  rates  for 
items  \mder  the  same  circumstances. 

And  the  bill  also  includes  provisions  to  encourage  HCFA  to  con- 
sider the  quality  of  items  billed  to  Medicare  to  discourage  suppliers 
ft*om  selhng  inferior,  and  sometimes  even  dangerous  equipment  to 
Medicare  beneficiaries. 

Mr.  Chairman,  I  am  abbreviating  my  comments  in  view  of  the 
fact  that  we  do  have  a  vote  that  is  coming  up.  But  I  want  to  indi- 
cate to  the  committee  that  my  staff  and  I  are  wilhng  to  work  with 
this  committee.  There  are  a  number  of  proposals  pending  which 
have  a  similar  objective. 

HCFA  has  proposed  tighter  regulations  for  DME  supplies.  Some 
will  ask  the  question,  why  legislation,  if  HCFA  is  prepared  to  do 
it  through  the  regulatory  system? 

The  answer  is,  because  HCFA  has  not  been  diUgent  enough  in 
the  past.  I  do  not  believe  the  regulations  go  far  enough,  and  I  think 
legislation  is  called  for. 

Another  question  that  may  be  asked,  perhaps.  What  about  the 
cost  of  this  legislation,  or  perhaps  comparable  legislation?  I  have 
not  had  an  opportunity  to  have  CBO  actually  come  up  with  an  offi- 
cial estimate. 

But  Don  Muse,  who,  formerly,  I  beUeve,  worked  for  the  Finance 
staff  and  with  CBO,  is  now  a  private  consultant  and  has  indicated 
that  this  legislation  would  save  Medicare  between  $35-$40  million 
annually,  or  about  $170  milhon  over  a  5-year  period.  I  commend 
it  to  your  consideration. 

[The  prepared  statement  of  Senator  Cohen  appears  in  the  appen- 
dix.] 

Senator  Rockefeller.  Thank  you.  Senator  Cohen.  You  also,  do 
you  not,  prohibit  physicians  fi-om  referring  patients  to  

Senator  Cohen.  Another  provision  would  prohibit  physicians 
fi-om  referring  their  patients  to  a  DME  suppHer  in  which  they  or 
a  relative  have  any  kind  of  an  economic  interest. 


Senator  Rockefeller.  I  just  thoroughly  commend  you  for  this. 
One  of  the  interesting  things  about  the  Senate  and  how  little  we 
see  each  other  and  get  to  talk  with  each  other,  although  we  are  in 
the  same  buildings  all  day  long,  is  I  had  not,  until  preparing  for 
this,  realized  how  effectively,  and  how  hard,  and  productively  you 
have  worked  on  this.  What  was  it  that  sort  of  piqued  your  interest 
or  caught  your  interest,  and  how  far  back  did  that  go? 

Senator  Cohen.  Well,  it  goes  back  to  1975  when  I  first  served 
on  the  Aging  Committee  in  flie  House  of  Representatives.  And  Sen- 
ator John  Heinz  and  I  were  the  initial  members,  joining  Claude 
Pepper,  who  was  Chairman  of  the  Aging  Committee  in  the  House. 
Since  that  time,  Senator  Heinz  and  I  have  worked  closely  together, 
and  this  was  actually  something  that  he  initiated  prior  to  his 
death. 

With  the  loss  of  Jack  Heinz,  I  moved  up  to  become  the  Ranking 
Member  and  took  over  the  completion  of  this  investigation. 

As  a  matter  of  fact,  the  day  that  he  died  he  was  on  his  way  to 
attend  a  hearing  in  Pennsylvania  deahng  with  this  issue. 

Senator  ROCKEFELLER.  On  this?  That  was  the  hearing? 

Senator  Cohen.  Right. 

Senator  ROCKEFELLER.  That  is  interesting.  Well,  you  are  really 
excellent  about  it.  It  is  my  own  ignorance  that  has  not  foUowea, 
which  is  part  of  our  problem  here.  We  do  not  communicate  enough; 
even  committees  do  not  communicate  enough. 

And  I  think.  Senator  Durenberger,  even  on  this  committee,  we 
have  not  paid  enough  attention  to  our  oversight  function,  and  there 
are  various  reasons  for  that  which  I  will  not  get  into  now.  But  I 
really  respect  what  you  have  done.  It  is  real,  it  is  long-term,  and 
it  has  been  very  helpful.  I  am  very  grateful  that  you  took  the  time 
to  come. 

Senator  Cohen.  The  examples  are  truly  shocking  when  we  see 
photographs  of  rioters  and  looters,  and  we  are  justifiably  outraged 
by  the  sight. 

Nonetheless,  this  is  the  moral  equivalent,  to  say  the  least,  that 
we  have  white  collar  criminals  who  are  doing  exactly  the  same  to 
the  taxpayers  of  this  country.  It  may  involve  less  violence,  but  is 
doing  great  violence  to  the  system.  And  it  is  also  depriving  people 
who  are  in  desperate  need  of  these  services  and  equipment  of  what 
they  need. 

Senator  Rockefeller.  And  it  is  not  at  random,  it  is  calculated. 

Senator  Cohen.  It  is  very  calculated. 

Senator  Rockefeller.  Senator  Durenberger. 

Senator  Durenberger.  Well,  Mr.  Chairman,  first,  thank  you  for 
holding  this  hearing.  I  do  not  think  we  have  done  this  before.  I 
think  it  was  a  few  months  ago  you  held  the  very  first  hearing  we 
ever  had  on  medical  Hability  and  malpractice  in  this  committee.  I 
do  not  recall  spending  a  lot  of  time  in  the  13-14  years  that  I  have 
been  here  loolung  at  what  is  wrong  with  the  system,  except  when 
Jack  Heinz  would  pull  our  cord.  So,  medical  device  manufacturers 
got  called  in  here  once  in  a  while. 

It  all  began  with  the  commitment  that  all  of  you  had  who  have 
been  with  the  Aging  Committee  for  a  long  time.  I  appreciate  the 
Chairman's  question  and  the  attribution  to  Jack  Heinz,  because  he 
could  think  about  the  bigger  picture  and  he  could  move  us  where 
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we  ought  to  be  5  or  10  years  from  now.  At  the  same  time,  he  had 
the  gift  of  being  able  to  deal  with  the  unfairness  that  was  occurring 
in  the  current  system. 

The  buzzer  just  went  off  for  the  first  vote,  so  I  will  not  take  a 
lot  of  time.  But  let  me  make  an  observation  about  the  way  in  which 
we  price  access  to  the  current  system. 

One  of  the  things  that  makes  it  so  difficult  for  those  of  us  who 
believe  we  are  deahng  in  a  dysfunctional  health  marketplace — that 
if  we  could  just  figure  out  the  dysfunction  and  eliminate  it  we  could 
make  this  market  work — is  that  everywhere  you  go  you  find  the 
market  ripping  somebody  off. 

From  my  observation,  I  think  the  reality  is  if  you  do  not  set  ap- 
propriate rules  and  you  do  not  get  the  consimier  involved  in  this 
thin^,  to  do  the  consumer's  normal  fimction,  which  is  to  assess 
quality  and  relate  that  quality  and  value  to  a  specific  price,  you  are 
going  to  have  problems. 

One  of  the  things  we  have  done  in  this  society  is  insulate  people 
from  any  role  in  these  decisions.  So,  no  wonder  they  and  we  are 
so  easily  ripped  off  by  the  system. 

Senator  Cohen.  Well,  you  have  a  situation  in  which  people  sit 
back.  As  Chairman  Rockefeller  has  indicated,  it  is  not  at  all  ran- 
dom, it  is  quite  calculated.  They  take  a  survey.  Where  are  those  re- 
gions which  provide  for  the  highest  reimbursement? 

And  they  will  move  into  there,  set  up  a  boiler  shop,  take  teen- 
aged  kids  out  of  school,  set  them  up  with  a  telephone,  a  phone 
book,  a  list  of  all  the  senior  citizens,  and  just  start  calling  them 
persistently,  saying,  you  are  entitled  to  the  following,  and  it  is  free 
of  charge,  whicn,  of  course,  it  has  not.  But,  nonetheless,  it  has  been 
sold  in  that  manner.  And  then  that  puts  the  pressure  upon  the  sen- 
ior citizen  who  then  calls  the  doctor  and  says,  well,  I  am  entitled 
to  this,  why  can  I  not  have  it? 

And  then  you  have  a  system  where  the  doctors  do  not  have  time 
or  the  inclination  to  deny  it  because  they  do  not  want  the  aggrava- 
tion or  the  grief  to  think  that  they  are  den^ng  something  to  a  pa- 
tient that  that  patient  feels  he  or  she  is  entitled  to. 

So,  then  as  the  system  just  starts  to  get  under  way  and  feeds 
upon  itself,  and  then  these  particular  individuals  will  then  look  for 
which  carriers  provider  the  greatest  benefits. 

Some  might  not  provider  certain  tjrpes  of  services  or  equipment, 
so  they  move  on  to  a  different  area.  And  it  is  all  quite  calculated. 
It  is  totally  destructive.  It  is  practiced  by  a  few  as  opposed  to  the 
many,  and  it  is  something  we  have  got  to  deal  with,  I  think,  in  a 
very  serious  fashion. 

I  also  would  point  out  that  with  this  legislation,  that  what  we 
have  to  do,  I  think,  is  exercise  much  greater  oversight.  And  that 
entails  something  that  we  are  not  prepared  to  deal  with  right  now. 
All  of  us  rail  against  too  much  regulation,  too  detailed  regulation. 

You  have  heard  me  take  the  Senate  Floor  and  complain  about  a 
regulation  or  description  in  the  Federal  Register  which  lists  14 
pages  for  the  Department  of  Defense  describing  what  a  cookie  is. 
And  I  have  taken  to  the  Floor  to  ridicule  the  excessive  amount  of 
detail  in  the  regulations. 

We  have  just  the  opposite  here.  So,  a  flotation  pad  could  be  anjr- 
tliing.  A  piece  of  foam  suddenly  qualifies  as  a  flotation  pad,  m 
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which  you  can  spend  $1,100  for  something  that  costs  a  few  cents. 
So,  we  have  got  to  get  much  more  descriptive. 

And  one  of  the  provisions  in  my  legislation  would  require  the 
Secretary  of  HHS  to  actually  show  the  medical  requirement  and 
quahty  involved  in  the  reimbursement  rates  so  that  we  know  what 
we  are  paying  for. 

That  means  getting  more  detail  into  the  description  of  the  de- 
vices that  we  are  reimbursed  for.  But  we  cannot  go  so  far  to  the 
other  extremity,  as  such,  to  become  so  burdensome  that  it  becomes 
unenforceable  at  the  other  end. 

So,  I  think  we  have  got  a  lot  of  work  to  do.  HCFA  can  be  very 
helpful,  but  I  do  believe  that  we  need  legislation,  and  not  simply 
leave  it  up  to  the  regulators. 

Senator  Rockefeller.  Senator  Cohen,  thank  you  very  much.  We 
shall  go  vote,  and  the  hearing  will  be  in  recess  for  just  a  few  mo- 
ments. 

[Whereupon,  the  hearing  was  recessed  at  2:20  p.m.] 

AFTER  RECESS 

Senator  Rockefeller.  The  hearing  will  resume.  Mr.  Toby,  if  you 
will  forgive  me,  I  just  want  to  make  a  brief  statement.  I  am  sorry. 
We  had  two  votes,  not  one  vote. 

And  everybody  is  rushing  to  the  Floor  to  describe  how  quickly 
and  how  anxious  they  are  to  put  looters,  specifically  in  California, 
specifically  the  recent  California  situation,  to  death. 

So,  there  is  just  an  endless  number  of  death  penalty  amend- 
ments which  are  tacked  onto  everything  in  sight.  So,  it  is  an  inter- 
esting time. 

David,  I  am  just  going  to  give  my  comments  on  this. 

OPENING  STATEMENT  OF  HON.  JOHN  D.  ROCKEFELLER  IV,  A 
U.S.  SENATOR  FROM  WEST  VIRGINIA,  CHAIRMAN  OF  THE 
SUBCOMMITTEE 

Senator  Rockefeller.  I  indicated  some  ftiistration  at  the  begin- 
ning because,  in  the  Finance  Committee,  we  do  not  seem  to  be  very 
aggressively  systemically  in  terms  of  oversight,  and  that  bothers 
me.  But  that  is  something  for  a  later  discussion. 

The  subject  that  we  are  looking  at,  waste,  fi'aud,  and  abuse,  are 
those  perfectly  wonderftil  things  that  one  talks  about.  Everybody 
has  very  simple  thoughts,  gets  very  angry,  and  wants  to  do  some- 
thing drastic. 

But,  in  reality,  this  question  of  waste,  fi-aud,  and  abuse  is  very 
difficult,  raises  a  lot  of  very  difficult  issues,  very  difficult  questions. 
But  it  will  be  our  focus,  because  it  is  a  substantial  one. 

We  are  told  that  waste,  fi'aud,  and  abuse  in  Medicare  is  costing 
taxpayers  bilhons  of  dollars  and  it  hurts  everyone  who  is  involved 
in  the  program,  fi'om  carriers  to  intermediaries,  administrators  to 
roviders,  and,  most  importantly,  of  course,  milhons  of  Medicare 
enefidaries  themselves,  not  to  speak  of  the  American  taxpayer. 

It  also  undermines  the  public  s  confidence  in  our  ability  to  do 
something  generally  about  comprehensive  health  care  reform  in 
this  country.  That  is  a  very  major  fact  that  Senator  Durenberger 
and  I  both  understand,  that  people  understand  that  the  govern- 
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ment  needs  to  do  something,  but,  on  the  other  hand,  they  do  not 
have  much  confidence  in  something  called  the  Federal  Government. 

So,  they  want  us  to  do  something  but  they  do  not  have  much  con- 
fidence in  the  way  we  might  do  it,  so,  hence,  an  endless  stalemate. 
Medicare,  obviously,  is  one  of  the  largest  and  fastest  growing  por- 
tions of  the  Federal  budget. 

I  cannot  keep  up  with  its  numerical  chmb,  myself.  Although  we 
have  slowed  the  annual  rate  of  growth  in  real  spending  per  en- 
rollee  fi-om  7.3  percent  a  year  between  1980  and  1985,  it  is  now 
down  to  3.1  percent  since  1985,  nevertheless,  the  Medicare  pro- 
-am will  require  $145  bilhon  in  spending  for  this  year  that  we  are 
m. 

Pressure  to  reduce  the  Federal  deficit  has  led  to  proposals  like 
arbitrarily  capping  Medicare.  The  problem  I  see  is  that  capping 
Medicare  without  controlling  the  costs  in  the  private  sector  will 
just  mean  more  cost  shifting. 

And  that,  of  course,  has  to  do  with  the  architecture  of  broader 
health  care  reform,  which,  in  a  sense,  if  you  produce  more  cost 
shifting,  it  is  just  like  suppressing  the  symptoms  without  curing 
the  disease.  Nevertheless,  people  will  want  to  take  a  look  at  that, 
also. 

To  reduce  further  growth  in  health  care  costs,  we  need  com- 
prehensive reform.  We  have  to  have  it.  We  just  cannot  stand  apart 
on  that.  We  do  not  want  to  resort  to  taking  out  a  machete  against 
the  country's  most  vulnerable  people,  but,  on  the  other  hand,  it  is 
also  clear  that  part  of  reform  must  be  to  wring  out  the  waste,  the 
fi'aud,  and  the  abuse  in  Medicare  and  our  entire  health  care  sys- 
tem. 

We  cannot  continue  to  allow  Medicare  fiinds  to  be  squandered 
carelessly,  if  that  is  what  is  happening,  because  of  misplaced  prior- 
ities, which  we  will  question  today,  or  misdirected  payments,  or  un- 
checked fi-aud,  or  flat-out  abuse. 

It  is  time  to  put  the  spotlight  on  these  problems  and  to  start  de- 
ciding what  action  needs  to  be  taken  and  what  action  might  wisely 
be  taken.  My  hope  is  that  we  will -think  both  specifically  and  that 
we  will,  indeed,  try  to  think  broadly. 

If  major  systematic  change  should  be  considered,  we  should  be 
prepared  to  consider  it.  And  we  need  to  identify  a  variety  of  more 
surgical  steps  that  could  save  money  and  fi'ee  up  resources  for  bet- 
ter uses,  including  deficit  reduction. 

Today  we  will  hear  fi-om  people  who  say  they  want  to  help  crack 
down  on  the  waste,  fi*aud,  and  abuse  in  Medicare:  the  Acting  Ad- 
ministrator of  the  Health  Care  Financing  Administration,  Bill 
Toby,  is  one,  and  he  is  before  us  now;  the  General  Accounting  Of- 
fice, and  the  Office  of  the  Inspector  General  will  testify  that  we 
can,  in  fact,  save  bilUons  of  dollars  with  better  pa3rment  safeguards. 
We  will  need  to  get  their  help  in  mapping  out  the  precise  way  to 
do  all  of  this. 

The  durable  medical  equipment  industry  will  serve  as  an  instruc- 
tive example  of  a  segment  of  the  Medicare  program  where  abuse 
has,  in  fact,  been  identified,  and  where  work  has  begun  to  elimi- 
nate that  abuse. 

Providers  fi*om  the  durable  medical  equipment,  both  the  Coali- 
tion for  Quality  Home  Medical  Equipment  and  Supplies,  and  also 
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the  National  Association  of  Medical  Equipment  Suppliers,  NAMES, 
as  it  is  called,  will  discuss  the  effects  of  past  and  pending  regu- 
latory efforts  on  their  industry,  with  special  regard  to  Senator  Sas- 
ser's  Durable  Medical  Equipment  Patient  Protection  Act. 

We  will  have  the  benefit  of  the  expertise  of  two  Medicare  contrac- 
tors, one  representing  Blue  Cross  and  Blue  Shield,  another  a  medi- 
cal director  testifying  on  behalf  of  Transamerica  Occidental  Life. 

They  will  discuss  the  difficulties  of  processing  more  than,  if  you 
can  believe  it,  more  than  700  million  claims  and  the  potential  for 
using  innovations  to  ehminate  mistaken  Medicare  payments. 

I  hope  this  hearing  will  demonstrate  that  we  have  not  given  our 
investigative  agencies  the  resources  that  they  need  to  hunt  down 
fraud  and  abuse.  I  have  joined  Senator  Biden  and  others  in  ad- 
dressing a  bill  which  is  the  Health  Care  Prosecution  Act  of  1992. 

It  is  interesting,  the  titles  that  we  give  bills,  is  it  not?  They  all 
sound  Uke  you  just  pass  it  and  solve  all  of  our  problems  in  one  fell 
swoop. 

Senator  Durenberger.  It  sounds  Uke  amendments  on  the  floor. 

Senator  Rockefeller.  Exactly.  And  I  was  discussing  that.  Sen- 
ator, just  before  you  came  in.  And  it  would,  in  turn,  increase  pen- 
alties, more  FBI  agents.  Federal  prosecutors,  and  require  manda- 
tory resolution. 

The  theory,  less  is  more,  does  not  necessarily  apply  to  the  over- 
sight of  the  Medicare  program.  Fimding  for  safeguard  activities  de- 
creased significantly  from  1989  to  1991,  despite  the  fact — and  this 
is  stunning — that  $14  are  in  fact  retumea  for  every  one  dollar 
spent  on  Medicare  safeguard  activities. 

People  need  to  understand  that.  People  talk  about  Head  Start. 
Every  one  dollar  you  spend,  four  dollars  is  saved.  Here  we  are  talk- 
ing about  every  one  dollar  you  spend,  $14  is  saved.  I  have  never 
heard  of  such  an  effective  ratio  of  return. 

Several  members  of  Congress  want  to  earmark  a  portion  of  the 
dollars  recovered  by  safeguard  activities  for  more  recovery.  Senator 
Grassley,  who  will  be  here,  I  believe,  has  introduced  legislation 
which  will  remove  Medicare  payment  safeguards  fi-om  the  discre- 
tionary budget  spending  caps.  It  sounds  like  we  should  give  his  leg- 
islation very  serious  consideration,  insofar  as  I  am  concerned. 

But,  first.  Medicare  oversight  activities  must  be  clearly  defined. 
We  will  have  to  have  confidence  that  HCFA  will  maintain  proper 
supervision  of  its  contractors. 

We  must  work  together,  all  of  us,  to  find  effective  ways  to  reduce 
the  deficit  by  ensuring  that  taxpayer  dollars  are  spent  wisely  and 
are  returned  when  appropriate. 

Effective  Medicare  payment  safeguards  will  go  a  long  way  to- 
wards ensuring  that  tnis  important  program  is  operating  at  maxi- 
mum efficiency. 

So,  I  hope  that  this  hearing  will  lay  the  ground  work  for  very  se- 
rious efforts  that  we  will  sustain  our  interest  in  to  improve  the  pro- 
gram, to  protect  it  much  more  firom  the  scourges  of  the  same  waste, 
fraud,  and  abuse. 

I  thank  you,  Administrator  Toby,  for  allowing  me  to  proceed  in 
that  fashion.  I  welcome  both  of  you.  And  I  imderstand  also  very 
well  that  you  are  new  to  the  job— not  new  to  the  field,  but  new  to 
this  specific  job — and  you  have  a  wonderful  opportunity,  it  seems 
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to  me,  to  talk  to  us  very  frankly  and  give  us  the  advice  of  yovu*  very 
respected  counsel.  So,  we  will  welcome  your  testimony.  There  will 
be  5  minute  limitations.  I  notice  that  I  did  not  put  one  on  myself, 
and  I  apologize  for  that. 

STATEMENT  OF  WILLIAM  TOBY,  JR.,  ACTING  ADMINISTRATOR, 
HEALTH  CARE  FINANCING  ADMINISTRATION,  WASHINGTON, 
DC,  ACCOMPANIED  BY  BARBARA  GAGEL,  DIRECTOR,  BU- 
REAU OF  PROGRAM  OPERATIONS,  HEALTH  CARE  FINANC- 
ING ADMINISTRATION,  WASHINGTON,  DC 

Mr.  Toby.  Mr.  Chairman  and  members  of  the  subcommittee, 
first,  I  want  to  thank  you  for  recognizing  I  am  new  to  Washington. 

I  am  pleased  to  be  here  today  to  discuss  our  efforts  to  safeguard 
the  Medicare  Trust  Funds  from  improper  pa3nnents  for  services 
and  supplies. 

With  me  today  is  Barbara  Gragel,  who  is  Director  of  the  Bureau 
of  Program  Operations,  which  has  responsibility  for  contractor  ac- 
tivities. 

The  Medicare  program  actively  pursues  activities  to  ensure  prop- 
er payment  for  necessary  services.  Today  I  would  like  to  focus  on 
two  major  areas:  the  Department's  durable  medical  equipment  ini- 
tiative, and  Medicare  contractor  payment  safeguard  activities. 

Last  November,  the  Secretary  announced  the  Department's  DME 
initiative.  The  initiative  comprises  a  comprehensive  program  of 
regulatory,  administrative,  and  legislative  improvements  to  curb 
fraud  and  abuse,  and  set  more  reasonable  payment  levels  for  DME 
supplies  nationally.  In  fact,  many  of  the  reforms  being  discussed  in 
pending  legislation  are  already  being  discussed  as  part  of  our  DME 
initiative. 

Our  final  regulation  will  be  published  by  the  end  of  the  month. 
The  final  rule  will  establish  four  regional  carriers  to  process  DME 
claims.  It  will  also  set  tight  controls  on  the  issuance  of  billing  nima- 
bers  and  require  supphers  to  meet  standards  for  good  operating 
practice. 

The  regulation  will  close  the  loophole  that  makes  it  easy  for  sup- 
pliers to  game  the  system  by  shopping  for  carriers  that  pay  the 
highest  rates  for  equipment  or  supplies.  Suppliers  now  will  be  paid 
based  on  the  rates  set  where  the  beneficiary  resides. 

We  are  aggressively  pursuing  a  number  of  administrative  activi- 
ties to  curb  abusive  DME  market  behavior,  including  increasing 
the  consistency  of  medical  review  for  frequently  used  or  abused 
DME,  developing  standard  requirements  for  certificate  of  medical 
necessity  forms,  and  educating  physicians  and  beneficiaries  about 
abusive  DME  practices. 

Finally,  we  have  several  DME  legislative  proposals  aimed  at 
standardizing  payments  for  DME  and  other  medical  suppHes  na- 
tionally, and  for  curbing  fraud  and  abuse.  We  look  forward  to  our 
continued  work  with  you  and  other  members  of  Congress  to  put  the 
system  on  the  right  track. 

From  a  broader  perspective,  Medicare  is  aggressively  moving  to 
combat  incorrect  and  unnecessary  pa3rments.  Medicare  contractors 
serve  as  our  front-Hne  defense  to  protect  the  integrity  of  the  trust 
funds. 
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Contractors  carry  out  four  ongoing  payment  safeguard  functions: 
medical  and  utilization  review;  fraud  and  abuse  detection;  provider 
audits;  and  the  MSP  program,  which  is  Medicare  Secondary  Payer. 

Eveiy  dollar  spent  on  contractor  payment  safeguard  activities, 
we  believe,  is  a  good  investment.  We  expect  each  dollar  devoted  to 
payment  safeguards  will  yield  a  $15  return  to  the  trust  funds,  for 
a  total  of  $6.2  billion  in  fiscal  year  1993.  The  administration  is 
committed  to  properly  funding  payment  safeguard  activities,  and 
improving  the  efficiency  of  contractor  performance  as  well. 

Even  within  tight  budget  constraints,  the  President's  fiscal  year 
1993  budget  request  of  $404  milHon  for  contractor  payment  safe- 
guard activities  is  nearly  18  percent  above  the  1992  budget. 

One  major  payment  safeguard  function  is  determining  that  serv- 
ices billed  are  medically  necessary  and  appropriate.  We  are  restruc- 
turing utilization  review  policies  to  be  more  efficient,  while  mini- 
mizing the  hassle  in  the  utilization  review  activities. 

We  also  believe  that  Medicare  beneficiaries  play  an  important 
role  in  detecting  fraud  and  abuse.  They  often  inquire  about  ques- 
tionable bilUngs  and  payments  reflected  in  the  Explanation  of  Med- 
icare Benefits  form  from  the  carriers.  We  recently  revised  the 
EOMB  form  to  make  it  easier  for  beneficiaries  to  understand  and 
to  identify  incorrect  Medicare  pajonents  for  services. 

Carriers  begin  investigation  as  soon  as  possible  following  receipt 
of  a  complaint  identifying  a  case  of  a  potential  fraud  or  abuse. 

I  also  want  to  mention  another  important  safeguard  area  for  us 
is  the  auditing  of  cost  reports  for  hospitals,  home  health  agencies, 
and  skilled  nursing  facilities. 

The  fiscal  year  1993  budget  request  was  $150  million  for  pro- 
vider audits.  We  expect  to  save  $1.8  bilHon  in  1993  for  a  return  of 
$12  for  every  dollar  invested. 

The  final  pajonent  safeguard  function  is  the  Medicare  Secondary 
Payer  Program.  The  Medicare  program,  by  law,  cannot  pay  for 
service,  covered  by  other  insurance  plans.  There  are  two  things  I 
would  like  to  say  about  it. 

One,  is  that  our  secondary  payer  efforts  are  being  enhanced  by 
the  implementation  of  the  Internal  Revenue  Service,  Social  Secu- 
rity Administration,  and  HCFA  data  match. 

That  match  will  be  especially  helpful  in  identifying  secondaiy 
payer  cases  resulting  from  spouses  with  health  insurance  through 
employment.  We  expect  to  start  recovering  funds  tliis  summer  as 
part  of  the  data  match  project. 

The  President's  budget  includes  $82  million  for  Medicare  second- 
ary payer  activities.  Here,  we  expect  a  return  on  our  investment  of 
58  to  one  for  Medicare  Part  A,  and  18  to  one  for  Part  B.  Total  sec- 
ondary payer  savings  are  expected  to  be  approximately  $3  billion 
in  1993. 

So,  in  total,  the  President's  fiscal  year  1993  budget  request  for 
Medicare  contractors  is  $1,664,000,000.  The  budget  request  as- 
sumes enactment  of  four  legislative  proposals  that  would  save  $89 
million.  Perhaps  I  should  stop  there. 

Senator  Rockefeller.  No.  You  can  proceed  if  you  want. 

Mr.  Toby.  All  right.  One  proposal  would  pay  claims  submitted 
electronically  faster  than  paper  claims.  That  is  one  of  our  legisla- 
tive proposals.  Another  proposal  would  allow  the  Secretary  to  reas- 
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sign  fiscal  intermediaiy  functions  from  a  substandard  performer  to 
another  fiscal  intermediary. 

And  we  also  propose  to  eliminate  reward  payments  to  contractors 
for  increasing  participating  physicians.  The  final  legislative  pro- 
posal would  cap  contractor  cost  reimbursement  at  the  60th  percent- 
ile of  all  contractors. 

These  four  legislative  proposals  would  give  us  the  firm  authority 
and  funding  to  respond  to  the  rapidly  increasing  cost  of  processing 
claims. 

We  believe  we  have  a  strong  program  in  place  for  protecting  the 
Medicare  trust  fiinds  from  inappropriate  and  unnecessary  pay- 
ments. We  recognize  that  improvements  can  always  be  made,  and 
enactment  of  our  legislative  initiatives  for  DME  and  contractor  re- 
form would  aid  our  efforts,  as  well. 

We  look  forward  to  working  with  you  in  the  future.  Thank  you. 
I  will  be  happy  to  answer  any  questions  you  may  have. 

[The  prepared  statement  of  Mr.  Toby  appears  in  the  appendix.] 

Senator  Rockefeller.  Thank  you,  Mr.  Toby.  Senator  Duren- 
berger,  did  you  have  any  comments  vou  wanted  to  make?  I  think 
you  were  out  of  the  room  when  I  finished. 

Senator  Durenberger.  Mr.  Chairman,  thank  you.  I  regret  that, 
but  I  was  trying  to  make  a  telephone  connection. 

OPENING  STATEMENT  OF  HON.  DAVE  DURENBERGER,  A  U.S. 
SENATOR  FROM  MINNESOTA 

Senator  Durenberger.  I  will  make  a  brief  comment  and  ask 
that  my  statement  be  made  a  part  of  the  record. 

[The  prepared  statement  of  Senator  Durenberger  appears  in  the 
appendix.] 

I  concluded  my  statement  in  the  record  with  the  following  obser- 
vation: That  one  of  the  benefits  of  using  diagnosis-related  groups 
or  other  forms  of  encapsulated  payment  systems  is  also  one  of  the 
benefits  of  moving  in  the  direction  of  capitated  funding.  That  is,  it 
makes  fraud  and  abuse  a  lot  harder  to  get  away  with  in  this  pro- 
gram of  ours. 

I  also  wanted  to  make  the  observation  that  one  of  the  problems 
with  the  American  system  is  that  we  get  exactly  what  we  pay  for, 
and  that  is  an  awfiil  lot  more  services  than  we  need  in  our  society. 

We  should  not  be  surprised  if  some  of  those  have  inflated  prices 
on  them  because  we  operate  also  on  the  theory  that  the  more  you 
pay,  the  more  you  get. 

I  would  also  like  to  make  the  observation  that  good,  efficient, 
high-value  providers  of  medical  service  in  this  country  are  not  re- 
warded by  getting  more  business.  In  fact,  usually  just  the  opposite 
is  true. 

Good  providers — I  think  of  industries  that  are  often  much  ma- 
ligned hke  durable  medical  equipment  and  so  forth — are  not  re- 
warded for  efficiencies  and  they  see  those  who  are  ripping  off  the 
system  in  one  way  or  another  not  being  penalized.  And  that  is  a 
discouragement  to  good  people  in  a  system. 

I  think  that  if  there  is  a  failure  in  the  American  system,  it  is 
that  while  most  of  the  providers  of  medical  services  and  medical 
care  would  like  to  do  right,  there  is  not  a  standard  for  what  right 
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really  is.  There  is  not  a  standard  for  what  high  quality  is,  and  for 
what  good  value  is. 

So,  unfortunately,  those  who  take  advantage  of  this  system  are 
the  ones  that  set  the  impression  that  people  have  of  everybody  else 
in  the  business. 

The  last  comment  I  would  like  to  make  in  the  larger  context  of 
health  care  reform — ^and  everybody  here  in  involved  in  one  way  or 
another  in  one  of  these  approaches — ^is  to  caution  those  of  my  col- 
leagues who  advocate  single-payer  systems,  particularly  those  that 
are  sponsored  by  government.  If  you  think  it  is  bad  now,  wait  till 
you  see  what  happens  when  you  enroll  everybody  in  America  with 
a  single-payer  system. 

You  do  not  do  something  about  rewarding  good  providers  for 
doing  good  things  for  people,  and  you  do  not  set  a  high  quality 
standard  in  this  coimtry  that  is  rewarded  more  appropriately  than 
the  way  we  do  it  now.  You  are  going  to  have  nothing  but  trouble. 

The  value  of  these  hearings  is  to  tell  us  what  is  wrong  with  the 
way  in  which  America  rewards  innovation  and  quahty  providers  of 
medical  care,  not  just  to  pick  apart  the  inefficiencies  of  HCFA  over- 
sight or  the  greed  which  we  know  exists  in  any  part  of  the  system. 

Perhaps  it  would  be  a  spur  to  all  of  us  who  are  involved  in  this 
reform  movement  to  find  ways  to  change  the  payment  systems  so 
that  we  do  not  have  to  sit  here  and  go  service  by  service  and  pro- 
vider by  provider  and  determine  what  works  and  what  does  not 
work,  that  that  will  be  taken  care  of  by  the  system  itself. 

Senator  Rockefeller.  Thank  you.  Senator.  I  want  to  congratu- 
late HCFA  for  what  you  have  been  doing  on  a  continuing  basis  to 
try  to  reduce  this  whole  question  of  waste,  fi'aud,  and  abuse,  par- 
ticularly related  to  the  DME  situation. 

Mr.  Toby,  when  it  comes  to  renting  versus  purchasing  aspirators, 
nebulizers,  wheelchairs,  et  cetera,  I  would  be  interested  in  your 
reasoning  about  which  is  more  beneficial,  purchasing  or  renting. 

Mr.  Toby.  I  would  Hke  to  start  at  another  point.  I  heard  Senator 
Cohen  talk  about  the  pricing  earlier,  and  I  was  intrigued  by  what 
he  had  to  say.  I  am  one  of  the  people  who  had  been  working  in  the 
field  for  years  and  I  had  deep  concerns  about  the  price  we  were 
paying  for  some  DME  items. 

And  I  distinctly  remember  back  in  1987  when  we  essentially  lost 
the  authority  to  set  prices  based  on  inherent  reasonableness.  I  am 
sure  you  may  remember  that.  When  we  lost  that  responsibility,  we 
had  to  move  to  a  fee  schedule.  Some  of  the  things  that  Senator 
Cohen  talked  about,  in  fact,  we  could  have  priced  better  if  we  had 
better  control. 

One  of  our  DME  legislative  proposals  is  asking  to  improve  our 
authority  to  set  prices  based  on  inherent  reasonableness. 

If  we  get  that  authority,  we  will  be  able  to  set  prices  and  get  rid 
of  some  of  the  waste  and  the  extraordinary  abuses. 

Senator  Rockefeller.  Well,  no.  I  appreciate  and  understand 
that.  But,  currently,  as  I  understand  it,  a  wheelchair  has  to  be 
rented.  And  you  want  to,  for  example,  see  a  wheelchair  purchased, 
and  that  intrigues  me  as  to  your  reasoning. 

Mr.  Toby.  Well,  that  is  true.  Barbara  can  talk  about  this  more 
specifically. 
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Ms.  Gagel.  As  you  know,  Senator,  whether  or  not  equipment  is 
rented  or  purchased,  to  a  great  extent,  is  laid  out  in  the  law  in  very 
broad  categories.  Wheelchairs  is  one  category  that  seems  to  flip 
back  and  forth  every  2  or  3  years  in  terms  of  whether  or  not  it 
should  be  a  purchase  item  or  whether  or  not  it  should  be  a  rental 
item. 

And  I  do  not  think  that,  quite  frankly,  we  have  a  good  or  a  right 
answer  to  that,  because  a  wheelchair  is  not  a  wheelchair  is  not  a 
wheelchair.  There  are,  as  Senator  Cohen  indicated  earlier  today  by 
way  of  example,  literally  hundreds  of  wheelchairs  and  attachments 
to  wheelchairs  that  Medicare  can  pay  for,  all  of  which  need  to  be 
priced  separately. 

We  are  always  looking  at  whether  or  not  it  is  in  the  best  interest 
of  the  government  to  rent  or  to  purchase  equipment.  For  example 
we  look  at  whether  a  chair  should  be  purchased  or  rented;  how 
long  is  it  going  to  be  used;  and  the  extent  of  servicing  that  is  going 
to  be  needed.  All  those  things  need  to  be  taken  into  account  in 
terms  of  whether  or  not  a  wheelchair  should  be  rented  or  pur- 
chased. 

Senator  RocKEFEliLER.  No.  I  understand  all  this.  But  tell  me  if 
my  question  is  wrong.  My  assumption,  what  I  understand,  is  that, 
whereas  these  things  are  being  rented,  as  well  as  nebulizers  and 
aspirators,  and  NAMES,  for  example,  will  say  that  wheelchairs 
should  be  purchasable.  And  my  understanding  was  that  Mr.  Toby 
wanted  to  have  them  purchased  as  opposed  to  rented,  and  I  am  in- 
terested— I  mean,  do  not  take  me  through  the  complexities  of  a 
wheelchair.  If  I  asked  the  wrong  question,  then  tell  me. 

Ms.  Gagel.  With  regard  to  nebulizers  and  aspirators,  yes,  we  are 
submitting  a  legislative  proposal  very  shortly  that  would  have 
them  become  purchase  items. 

The  reason  is  that  we  have  found  nebulizers  and  aspirators  are 
over-priced  under  the  current  price  structtire.  They  do  not  need  to 
be  frequently  serviced,  and  we  think  a  lot  of  money  can  be  saved 
for  the  program  if  they  become  purchase  items.  It  is  my  under- 
standing that  we  will  submit  that  proposal  to  you  in  the  very  near 
future. 

Senator  Rockefeller.  All  right.  You  have  told  us — this  is  kind 
of  targeted  a  little  bit  at  0MB,  just  for  your  predisposition — ^that 
you  are  aggressively  moving  on  all  fronts  to  combat  incon*ect  and 
unnecessary  payments  by  Medicare  contractors. 

Yet,  since  November,  you  have  canceled  requirements  that  hos- 
pitals report  quarterly  their  Medicare  credit  balances.  And  I  under- 
stand that  this  reporting  enabled  you  to  identify  millions  of  dollars 
of  over-payments  since  Medicare  was  not  the  primary  payer.  Can 
you  explain  to  me  why  you  made  this  cancellation  and  if  you  are 
reconsidering,  or  whatever? 

Ms.  Gagel.  It  was  a  temporary  cancellation.  Unfortunately,  we 
had  implemented  a  standard  reporting  system  and,  quite  frankly, 
we  just  failed  to  go  to  OMB  and  get  the  approval  of  the  form.  0MB 
has  now  given  us  that  approval  and  the  reporting  requirement  was 
reinstated,  I  believe,  1  day  this  week. 

So,  it  is  back  in.  It  was  a  temporary  delay  for  us.  During  that 
period  of  time,  a  number  of  hospitals  voluntarily  sent  in  informa- 
tion to  us  and  we  recovered,  I  think,  over  $60  million  during  that 
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same  period  of  time.  In  the  end,  no  money  will  have  been  lost  to 
the  program  because  of  the  delay  from  November  until  now. 

Senator  Rockefeller.  All  right.  Historically,  contractors  have 
been  given  considerable  discretion  in  setting  and  implementing 
payment  and  safeguard  policies.  You  seem — and  tell  me  if  I  am 
wrong — to  be  reversing  this  precedent  by  encouraging  carriers  to 
share  automatic  data  processing  systems  which,  therefore,  reduces 
the  number  of  carriers  that  handle  DME  claims.  What  is  it,  34  you 
are  tr3dng  to  get  it  to? 

Mr.  Toby.  In  our  new  regulation,  there  will  be  four  regional  car- 
riers processing  DME  claims. 

Senator  Rockefeller.  And  asking  for  legislation,  in  fact,  to  reas- 
sign fiscal  intermediary  functions  to  substandard  work.  How  much 
should  we  preserve,  or  what  integrity  is  there  in  the  preservation 
of  the  autonomy,  so  to  speak,  of  contractors? 

Mr.  Toby.  Although  we  have  been  moving  substantially  toward 
greater  standardization  and  greater  uniformity,  there  remains  a 
great  deal  of  autonomy  with  regard  to  contractors. 

The  Medicare  program  has  been  locally  based  for  27  years,  where 
decisions  on  pricing,  coverage,  and  medical  necessity  were  all  made 
by  the  contractor.  Over  the  last  4  years  we  have  been  moving  much 
more  aggressively  to  improve  administration  through  standardiza- 
tion and  through  consistency.  We  have  left  a  lot  of  decisions  at  the 
local  level  especially  with  regard  to  coverage  and  medical  necessity, 
because  medical  practices  vary  greatly. 

We  realize  that  there  is  still  a  need  to  move  much  more  aggres- 
sively in  terms  of  standardization  and  consistency  because  it  is,  in- 
deed, a  national  program  in  the  end. 

In  addition,  if  we  are  going  to  have  a  greater  capacity  to  get  rid 
of  waste,  fraud,  and  conti'ol  abuse  as  well,  we  have  to  have  much 
more  consistency  nationallv. 

Senator  Rockefeller.  All  right.  My  time  is  up.  Senator  Duren- 
berger. 

Senator  Durenberger.  Thank  you  very  much.  I  just  have  a  cou- 
ple of  questions.  One,  is  whether  or  not  ftmding  and  financing  in 
the  payment  safeguards  budget,  is  a  problem  for  the  agency? 

Mr.  Toby.  We  beUeve  that  we  all  operate  in  a  very  difficult  fiscal 
framework.  Senator.  But  we  have  been  working  very  closely  with 
our  contractors.  And  even  though  it  has  been  very,  very  difficult  in 
this  fiscal  chmate,  we  have  doubled  the  contractor  budget  since 
1983. 

I  was  intrigued  by  Senator  Rockefeller's  comment  about  the  fact 
that  Medicare  contractor  funding  continues  to  increase.  The  Medi- 
care contractor  budget  for  1989  to  1991  has  increased  $100  million 
each  year — $100  million. 

So,  there  is  a  lot  of  pressure  on  the  budget,  without  question.  But 
we  find  that  even  in  this  environment,  we  have  been  able  to  get 
the  job  done.  In  other  words,  what  we  have  been  forced  to  do  is  to 
prioritize  the  work. 

We  place  a  lot  of  priority  on  claims  processing.  That  has  been  a 
first  priority  because  of  mandated  timeframes;  we  have  to  get  it 
done.  We  also  have  to  do  the  appeals.  I  believe  that  even  within 
the  fiscal  constraints,  we  have  shown  very  clearly  our  commitment 
to  pa)rment  safeguard  activities. 
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So,  we  think,  for  the  most  part,  that  we  have  been  able  to  get 
the  job  done  within  a  tight  budget  framework,  and  we  are  com- 
fortable that  if  our  budget  is  passed  this  year,  including  the  $404 
million  we  requested  and  the  legislative  proposals  we  have  put  for- 
ward, we  will  he  able  to  do  very  well  this  year. 

We  have  requested  an  increase  this  year  of  18  percent  over  last 
year  in  terms  of  funding  for  the  payment  safeguards  alone. 

Senator  Durenberger.  Now,  Mr.  Toby,  you  have  been  a  Re- 
gional Director  for  HCFA.  Can  you  describe  for  us  how  the 
prioritizing  process  works  as  between  the  appeals  process,  the  safe- 
guard process,  all  that  sort  of  thing?  Just  reflecting  on  your  own 
experience.  Where  are  the  safeguards  and  where  is  this  in  the 
usual  priorities  out  there  in  the  region? 

Mr.  Toby.  Well,  I  must  tell  you.  Senator,  coming  from  New  York, 
I  constantly  argued  for  more  money  in  the  audit  area.  I  was  held 
responsible  each  year,  and  I  got  credit  for  doing  a  good  job  only 
when  we  got  a  good  return  on  the  investment.  So,  I  used  to  always 
insist  that  we  put  more  money  into  the  audit  area. 

I  felt  that  one  thing  that  the  Central  Office  always  did  here  in 
Washington  was  to  jbe  very  conscious  about  the  payment  safe- 
guards area.  Even  in  the  1980's,  when  funding  was  the  most  dif- 
ficult, there  was  always  interest  in  listening  to  the  regional  offices 
and  talking  to  the  contractors. 

Senator  Rockefeller  mentioned  autonomy;  funding  is  one  area 
where  we  sit  down  with  the  contractors  and  say,  we  only  have  a 
small  amount  of  money,  where  do  you  think  the  priorities  ought  to 
be?  It  was  generally  in  the  payment  safeguard  area,  and,  also 
mone^  to  answer  telephone  inquiries  from  providers  and  bene- 
ficiaries. But,  most  importantly,  we  had  to  keep  the  claims  proc- 
essed so  that  we  did  not  adversely  affect  the  cash  flow  of  our  pro- 
viders. 

Senator  Durenberger.  One  of  the  things  that  GAO  found  out  in 
their  study  is  laxity  on  the  part  of  carriers  in  doing  their  investiga- 
tions. 

As  I  understand  it,  they  looked  at  five  carriers  and  found  that 
over  half  the  incoming  phone  calls  that  should  have  been  referred 
for  investigations  were  not.  Even  when  investigations  were  started 
because  of  substantial  indications  of  fraud  and  abuse — and  I  have 
got  some  examples  here — almost  three-fourths  of  the  cases  were 
not  adequately  investigated.  Now,  where  does  carrier  discipline,  if 
you  will,  come  in,  in  the  whole  process? 

Mr.  Toby.  Because  we  recognized  that  the  area  of  fraud  and 
abuse  needed  increased  attention,  we  are  giving  contractors  sepa- 
rate funding  and  we  have  asked  them  to  set  up  special  fraud  and 
abuse  imits  with  staff  dedicated  specifically  to  this  area. 

I  think  one  of  the  difficulties  in  the  past  was  that  the  contractors 
did  not  have  a  dedicated  staff  in  this  area.  They  also  did  not  have 
separate  funding  in  this  area.  We  have  now  put  resources  there. 
Ms.  Gragel  has  worried  about  this  a  great  deal  and  she  may  have 
something  to  add  to  it. 

Ms.  Gagel.  More  specifically,  with  regard  to  the  GAO  report  it- 
self, we  and  GAO,  quite  frankly,  come  to  different  conclusions  when 
we  look  at  that  same  activity  of  the  carriers.  We  do  not  see  the 
number  of  problems  that  GAO  did. 
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Nonetheless,  they  did  point  out  the  need  for  us  to  tighten  up  our 
procedures,  and  we  have  done  that.  We  have  issued  new  instruc- 
tions and  new  performance  standards  to  our  contractors  with  re- 
gard to  investigating  each  allegation  of  fraud  or  abuse  by  a  Medi- 
care beneficiary  and  making  a  written  record  of  that  investigation. 
The  contractors  must  provide  feedback  to  the  Medicare  beneficiary 
within  14  days  of  the  complaint  and  the  action  that  they  have 
taken  with  regard  to  the  complaint.  They  have  been  doing  that  now 
for  about  6  months,  and  it  seems  to  be  working  quite  well. 

Senator  Durekberger.  Thank  you,  Mr.  Chairman. 

Senator  Rockefeller.  Thank  you.  Senator.  Senator  Daschle, 
comments  and/or  questions? 

Senator  Daschle.  Thank  you,  Mr.  Chairman.  Mr.  Toby,  I  would 
like  to  pursue  the  contractor  issue  a  little  bit.  You  have  indicated 
that  it  is  the  fix)nt  Une  defense  against  fraud,  and  that  you  save 
about  $6  bilhon  in  1993,  which  comes  out,  as  I  understand  it,  to 
$15  for  every  dollar  invested. 

Blue  Cross,  I  am  told,  will  later  testify  that  contractor  funding 
is  frankly  inadequate.  The  Bush  administration  requested  lower 
contractor  funding  for  fiscal  1991.  The  fiscal  1992  request  for  con- 
tractor fimding  was  about  2.5  percent  below  fiscal  1991  levels. 

And  the  only  reason  that  carriers  could  conduct  the  anti-fraud 
activities  that  they  are  conducting  is  because  of  the  appropriated 
contingency  fiinds  that  we  have  had  to  fight  0MB  to  release,  $70 
milUon,  as  I  understand  it. 

So,  the  question  is,  with  all  of  that,  if  it  is  our  front  line  of  de- 
fense, why  is  it  we  are  having  so  much  difficulty  in  committing  the 
necessary  resources  to  ensure  that  they  can  do  the  job  that  they 
are  intended  to  do? 

Mr.  Toby.  Well,  Senator  Daschle,  one  problem  is  the  Hmited 
amoimt  of  fiinding  available  for  Medicare  contractor  operations  due 
to  the  Budget  Enforcement  Act. 

This  has,  in  turn,  forced  us  to  carefully  balance  contractor  fimd- 
ing and  we  have  done  this  by  prioritizing.  We  have  had  to  make 
choices.  In  a  chmate  of  limited  resources,  one  has  to  choose.  And 
I  think,  for  the  most  part,  we  have  not  only  worked  hard  and  done 
the  best  we  can,  I  think  we  have  worked  very  smart. 

Perhaps  contractors  have  not  gotten  the  amount  of  money  they 
requested,  but,  for  the  most  part,  they  have  met  the  objectives  we 
have  set,  which  basically  fall  within  a  framework  of  priority  set- 
ting. 

Priorities  were  set  to  protect  the  claims  processing  function  to 
make  sure  that  the  claims  are  processed  within  the  mandated 
timeframes.  It  also  means  that  we  have  been  able  to  handle  ap- 
peals from  providers  and  from  the  beneficiaries. 

And  my  sense  is,  that  by  working  with  the  contractors,  we  have 
been  able  to  do  a  fairly  good  job,  and  not  only  that,  an  exception- 
ally good  job  without  a  lot  of  money. 

Senator  Daschle.  Let  me  just  ask  you.  I  do  not  mean  to  inter- 
rupt. But  I  question  how  good  a  job  the  system  is  doing,  if  the  GAO 
is  correct  and  that  we  are  losing  $70  billion  to  fraud.  And  I  under- 
stand your  point  about  the  balancing  of  priorities;  we  all  have  to 
do  that. 
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But  what  I  hear  you  saying  with  that  answer  is  that  there  is 
someplace  in  your  overall  effort  where  you  can  derive  more  in  your 
investment  than  $15,  which  is  what  this  is. 

Given  the  commitment  you  make  to  contractors  and  the  savings 
generated,  that  is  a  15  to  one  ratio.  What  you  are  saying  by  that 
is  that  there  are  other  areas  where  that  ratio  is  even  better.  And 
I  am  troubled.  I  would  love  to  have  you  tell  me  where  those  areas 
are  and  whether  you  are  satisfied  with  that  $70  billion  estimate. 

Mr.  Toby.  That  $70  billion  estimate  did  not  have  to  do  with  Med- 
icare specifically.  It  was  the  health  care  system  in  general. 

Senator  Daschle.  That  is  the  system  in  general.  That  is  correct. 

Mr.  Toby.  The  estimate  was  for  all  of  health  care.  Medicare  and 
Medicaid  combined  represent  about  25  percent  of  the  entire  system. 
The  remaining  health  care  system  is  covered  by  out-of-pocket,  other 
government  programs,  and  private  insurance.  So,  we  are  not  solely 
responsible  for  the  $70  billion. 

Senator  Daschle.  Well,  let  me  rephrase  it,  then.  Let  us  say  it 
is  only  $18  bilUon. 

Mr.  Toby.  Yes. 

Senator  Daschi.e.  Are  we  satisfied  with  an  $18  billion  fraud  tag? 

Mr.  Toby.  No,  sir.  We  are  not  happy  about  it  at  all.  That  is  why 
we  have  four  legislative  proposals  asking  for  greater  flexibility  so 
we  can  do  a  better  job  within  the  budget  that  we  have  submitted. 

My  sense  is  that  even  though  funding  has  remained  flat,  we  have 
been  able  to  work  in  a  very  innovative  way.  We  have  done  a  great 
deal  of  automation.  Automation  has  allowed  us  to  get  through  this 
very  difficult  fiscal  period  and  we  have  been  able  to  protect  the 
trust  fund  in  a  way  in  which  we  feel  very  proud. 

Senator  Daschle.  Let  me,  in  the  time  I  have  left,  pursue  another 
point  that  I  notice  you  did  not  really  address  in  your  testimony. 

The  General  Accounting  Office  makes  quite  a  point  of  saying  that 
one  of  the  reasons  why  we  have  the  level  of  fi-aud  and  abuse  in  the 
system  is  the  complexity  of  the  health  insurance  system  overall, 
with  1,000  payers  that  process  four  bilhon  claims  annually.  You 
have  got  Medicare  itself  processing  600  milhon  claims.  To  what  de- 
gree is  the  problem  of  fi-aud,  in  your  view,  structural? 

That  is,  if  we  did  everything  right  given  the  current  system,  gave 
you  all  the  money  you  needed  for  enforcement  through  the  mecha- 
nisms you  have  outlined,  to  what  extent  do  you  beheve  fi'aud  would 
still  exist,  given  the  kind  of  complexity  and  extraordinarily  burden- 
some organizational  framework  within  which  health  care  is  deliv- 
ered today? 

Mr.  Toby.  Senator,  the  HCFA  budget  is  $170  billion.  With  that 
magnitude  of  money,  the  imagination  of  people  is  limitless.  Con- 
sequently, they  will  find  a  weakness  somewhere  in  the  system.  So, 
I  suspect  that  there  is  no  perfect  system  you  could  ever  devise  that 
the  human  mind  will  not  be  able  to  find  a  way  to  abuse. 

So,  my  sense  is  it  is  a  never-ending  effort,  and  we  have  to  always 
work  hard,  and  work  smart,  and  be  as  innovative  as  possible.  And 
we  need  the  flexibility  at  the  Federal  level  to  be  able  to  take  ac- 
tions to  correct  it. 

Senator  Daschle.  Well,  I  am  out  of  time.  I  thank  you,  Mr.  Toby. 
Thank  you,  Mr.  Chairman. 


I 
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Senator  Rockefeller.  Let  me  say  two  things.  One,  is  that 
Chairman  Bentsen,  of  the  full  committee,  cannot  be  here  today,  Mr. 
Toby,  but  he  has  a  number  of  written  questions  that  he  is  going 
to  submit  to  you.  And  he  would,  of  course,  hope  for  a  prompt  re- 
sponse. 

Mr.  Toby.  All  right. 

[The  questions  appear  in  the  appendix.] 

Senator  Rockefeller.  Just  following  up  a  little  bit  on  what  Sen- 
ator Daschle  s€iid — and  this  is  just  a  single  question.  You  made  ref- 
erence, and  I  forget  whether  it  was  a  17  percent  or  23  percent  in- 
crease over  last  year  that  you  mentioned  was  being  requested. 

Mr.  Toby.  Right. 

Senator  Rockefeller.  But  both  GAO  and  the  Inspector  General 
have  said  that  the  current  levels  are  inadequate  in  terms  of  pay- 
ment safeguard  activities.  And  I  just  wonder  how  you  would  re- 
spond to  that. 

I  mean,  yes,  there  is  going  to  be  this  increase.  But  is  it  going  to 
be  sufficient,  or  is  it  just  what  you  have  got  to  Hve  with,  and,  there- 
fore, you  have  got  to  make  the  best  of  it? 

Mr.  Toby.  We  think  this  increase  is  sufficient,  particularly  if  we 
get  the  full  appropriation  request,  including  the  legislative  propos- 
als to  reduce  the  cost  of  processing  claims  and,  for  example,  to  pay 
electronic  claims  faster.  We  think  the  electronic  claims  priority  is 
one  that  will  give  us  incredible  efficiency  and  ability  to  monitor  and 
to  track  claims. 

We  also  want  to  be  able  to  reassign  fiscal  intermediary  functions, 
to  cap  cost  reimbursement,  and  to  eliminate  contractor  bonuses. 
We  think  that  if  we  get  these  legislative  changes,  our  budget  re- 
quest would  be  very  sufficient,  sir. 

Senator  Rockefeller.  All  right.  Mr.  Toby  and  Mr.  Gagel,  thank 
you  very  much.  I  would  just  point  out,  not  necessarily  for  those  in 
this  room  but  for  those  who  might  be  watching  that,  in  my  judge- 
ment, the  Health  Care  Financing  Administration  is  probably,  next 
to  being  Mayor  of  New  York  City,  the  toughest  job  in  the  western 
world. 

Mr.  Toby.  I  will  tell  Secretary  Sullivan  what  you  said,  Senator 
Rockefeller. 
Senator  Rockefeller.  Yes. 

Mr.  Toby.  Because  he  said  the  same  thing  to  me  2  days  ago. 

Senator  Rockefeller.  And  I  have  a  great  respect  for  Gail 
Wilensky,  and  I  make  a  practice  of  saying  so  publicly  and  I  do  so 
for  the  specific  purpose  that  I  want  to  say  so,  and  also  to  say  that 
in  this  matter  of  health  care  reform  and  waste,  fraud,  and  abuse 
that  essentially,  even  though  it  appears  to  the  American  public 
that  we  are  constantly  resolving  ourselves  into  two  political  parties 
and  that  we  do  not  seem  to  be  looking  at  the  people's  interest, 
there  is  an  interest  on  the  part  of  a  number  of  us  who  are  serious 
about  this,  and  I  include,  obviously,  both  of  you  as  I  did  former  Ad- 
ministrator Wilensky. 

We  want  to  do  the  right  thing.  We  really  do.  I  mean,  there  is  just  j 
too  much  money  involved  here;  there  is  too  much  at  stake  not  to. 
So,  I  wish  you  well.  I  thank  you  both.  I  thank  you  for  coming. 

Mr.  Toby.  Thank  you.  Senator. 
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Senator  Rockefeller.  The  third  panel,  and  we  have  five  today— 
you  never  can  have  a  decent  hearing  unless  you  have  at  least  fom* 
panels,  Senator  Daschle;  that  is  the  rule — consists  of  Michael 
Mangano,  who  is  the  Deputy  Inspector  General  for  Evaluations  and 
Inspections  for  Department  of  Health  and  Human  Services,  and 
Janet  Shikles,  who  is  Director  of  Health,  Financing,  and  Policy  Is- 
sues in  the  General  Accounting  Office.  We  look  forward  to  both  of 
your  testimony,  and  you  will  have  to  introduce  your  colleagues  and 
compatriots. 

Mr.  Mangano,  we  might  start  with  you,  sir. 

STATEMENT  OF  MICHAEL  F.  MANGANO,  DEPUTY  INSPECTOR 
GENERAL  FOR  EVALUATIONS  AND  INSPECTIONS,  DEPART- 
MENT OF  HEALTH  AND  HUMAN  SERVICES,  WASHINGTON,  DC 

Mr.  Mangano.  All  right.  Thank  you  very  much,  Mr.  Chairman. 
We  are  very  pleased  to  be  here  to  testify  on  the  problems  of  health 
care  fi'aud  and  abuse  in  the  Medicare  program  because  this  kind 
of  activity  really  squanders  very  valuable  program  resources,  as 
well  as  adversely  affects  the  beneficiaries  of  our  program. 

The  role  of  the  Inspector  GeneraFs  Office  is  to  protect  the  integ- 
rity of  HHS  programs,  as  well  as  to  promote  its  efficiency  and  effec- 
tiveness through  a  program  of  investigations,  audits,  and  evalua- 
tions. 

The  theme  of  my  remarks  here  remind  me  very  much  like  the 
opening  line  to  A  Tale  of  Two  Cities:  "It  was  the  best  of  times;  it 
was  the  worst  of  times."  Let  me  explain. 

It  was  the  best  of  times,  because  I  think  the  IG*s  office,  over  the 
years,  has  delivered  on  the  promise  it  made  to  the  Congress  and 
the  public  to  be  a  sound  investment  to  protect  the  programs  of  our 
department. 

With  the  discussion  here  today  about  returns  on  investment,  I 
am  very  pleased  to  say  that  for  every  one  dollar  that  you  have  in- 
vested in  the  Office  of  the  Inspector  General  we  have  returned  $72 
back  in  terms  of  cost  savings. 

We  have  just  completed  the  eleventh  consecutive  year  in  terms 
of  increasing  investigative  accompUshments.  Let  me  mention  a  few 
of  them. 

In  fiscal  year  1991  we  had  2,343  criminal  prosecutions  and  ad- 
ministrative sanctions;  half  of  them  in  the  health  care  area.  Let  me 
be  more  specific.  Criminal  prosecutions  in  the  health  care  area  by 
our  office  rose  fi:-om  20  in  1982  to  163  in  1992.  TTiat  is  an  increase 
of  about  800  percent. 

We  have  had  over  1,000  administrative  sanctions  in  the  last 
year,  that  is,  exclusions  fi*om  the  Medicare  program.  We  have  nego- 
tiated over  70  civil  monetary  penalties  against  health  care  provid- 
ers, and  obtained  about  $87  million  in  fines,  restitutions,  and  judg- 
ments. 

We  are  also  very  concerned  about  increasing  the  efficiency  of  the 
Medicare  program  and  the  solvency  of  the  Medicare  trust  funds. 
And  we  would  like  to  point  out  to  you  that  each  year  we  compile 
and  deliver  up  to  the  Congress  what  we  call  our  Red  Book,  which 
is  our  Cost  Saver's  Handbook. 
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All  of  the  recommendations  to  save  money  in  the  programs  in  our 
department  are  included  in  that  Red  Book  until  they  are  enacted 
by  the  Congress  or  the  administration. 

Tliat  Red  Book  includes  over  100  items;  about  45  of  them  relate 
to  the  Medicare  and  Medicaid  programs.  If  you  took  all  of  those 
recommendations,  you  would  find  a  way  to  save  about  $26  billion 
annually. 

Senator  Rockefeller.  $26  billion? 

Mr.  Mangano.  $26  billion  annually.  That  is  correct.  In  my  writ- 
ten testimony,  I  identify  seven  areas  in  the  Medicare  fi-aud  and 
abuse  area. 

Senator  Rockefeller.  Just  to  put  that  in  context,  that  would 
cover  every  man,  woman,  and  child  in  this  coimtry  with  health  in- 
surance coverage  who  does  not  now  have  it. 

Mr.  Mangano.  It  probably  would.  That  is  correct.  In  my  testi- 
mony, I  focus  on  seven  areas  that  we  find  particularly  susceptible 
to  fi*aud  and  abuse  in  the  Medicare  area  and  we  have  remained 
continually  vigilant  in  each  of  those  areas.  I  will  just  mention  what 
they  are  very  quickly. 

First,  we  continue,  as  the  earher  discussion  identified,  to  inves- 
tigate the  $3  bilhon  DME,  durable  medical  equipment,  industry  for 
some  of  its  questionable  marketing  procedures,  use  of  loopholes  and 
inflated  charges.  Over  the  last  3  years,  we  have  succeeded  in  get- 
ting 80  convictions  against  fi'audulent  durable  medical  equipment 
suppliers. 

We  must  compliment  HCFA  and  the  Congress  for  helping  us 
bring  about  some  of  the  reforms  that  have  already  been  made  in 
the  industry,  and  still  more  need  to  be  made. 

Second,  in  the  Medicare  secondary  payer  area,  is  also  ripe  for 
your  attention  and  continued  vigilance.  We  have  conducted  over  30 
audits  and  evaluations  in  the  last  several  years  in  that  area.  We 
still  believe  that  Medicare  is  paying  about  $900  milhon  to  $1  bilhon 
unnecessarily  each  year. 

Third,  the  kick-back  area  remains  a  particularly  bvirdensome 
problem,  as  physicians  move  to  increase  their  ownership  and  com- 
pensation arrangements  with  organizations  through  which  they 
refer  business.  Since  1987,  we  have  had  over  550  convictions,  set- 
tlements, and  exclusions  in  that  area. 

Fourth,  in  the  last  2  years  we  have  excluded  16  home  health 
agencies*  owners  or  employees  because  of  either  over-charging, 
charging  for  services  that  were  not  rendered,  and  other  fi'audulent 
abuse  of  practices. 

Fifth,  reimbursement  manipulation  continues  to  be  a  problem  for 
us.  This  includes  such  unscrupulous  practices  as  upcoding, 
mibimdling,  and  recovery  bilhng. 

The  sixth  area  is  laboratory  fraud,  where  laboratories  are  billing 
for  tests  that  are  not  provided,  billing  for  tests  that  were  not  nec- 
essary, and  unauthorized  tests.  Once  again,  for  the  last  5  years  we 
have  had  50  convictions  in  this  area. 

Seventh,  Medicare,  we  believe,  is  losing  about  $266  million  each 
year  because  hospitals  are  retaining  credit  balances  in  the  Medi- 
care area. 

I  mentioned  these  are  also  the  worst  of  times.  And  the  worst  of 
times  I  would  define  as  health  care  outlays  keep  increasing  at  an 
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astronomical  rate  and  we  are  uncovering  more  and  more  fraud  and 
abuse  each  year. 

Part  of  that  is  because  we  are  detecting  more  fraud.  We  are  get- 
ting better  at  doing  that.  Another  reason  is  that  we  have  pretty 
good  cooperative  relationships  with  other  organizations,  like  Medi- 
care, the  contractors,  the  Fbl,  Postal  Service,  and  other  organiza- 
tions. 

The  down  side  of  that  is  that  I  do  not  believe  that  the  OIG  re- 
sources have  been  able  to  keep  up  with  that  increase.  Just  in  the 
last  year.  Medicare  and  Medicaid  alone  will  increase  $34  billion, 
yet  the  OIG  budget  has  not  been  able  to  keep  up  with  that. 

Our  travel  budget  has  been  reduced  13  percent  in  the  last  year; 
investigative  staff  cut  12  percent.  One  way  to  look  at  it  is  we  now 
have  one  Special  A^ent  on  the  street  investigating  fraud  and  abuse 
for  every  $2  billion  in  health  care  outlays  by  our  department. 

Another  way,  is  one  for  every  500,000  Medicare  and  Medicaid 
beneficiaries,  or  one  for  every  8,700  health  care  providers.  We  also 
need  additional  law  enforcement  authorities,  like  arrest,  search, 
and  seizure,  to  prevent  the  fleeing  by  felons  and  the  destroying  of 
records. 

Let  me  say,  in  summary,  that  we  believe  that  our  role  here  is 
to  look  at  individual  incidences  of  fraud  and  abuse,  but  also  to  take 
a  more  broader  perspective  and  look  at  some  of  the  overall  prob- 
lems of  the  healtn  care  industry.  Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Mangano  appears  in  the  appen- 
dix.] 

Senator  Rockefeller.  Thank  you  very  much  Mr.  Mangano. 
Could  one  of  you  introduce  your  colleagues? 

Ms.  Shikles.  Yes.  I  would  hke  to  introduce  Tom  Dowdal,  who  is 
on  my  far  right,  and  Ed  Stropko.  They  are  my  colleagues,  who  have 
been  working  with  me  on  this  effort  to  look  at  Medicare  and  pay- 
ment safeguards. 

Senator  Rockefeller.  Grentlemen,  welcome. 

STATEMENT  OF  JANET  L.  SHIKLES,  DIRECTOR  OF  HEALTH  FI- 
NANCING AND  POLICY  ISSUES,  U.S.  GENERAL  ACCOUNTING 
OFFICE,  WASHINGTON,  DC,  ACCOMPANIED  BY  THOMAS 
DOWDAL  AND  EDWARD  STROPKO 

Ms.  Shikles.  Mr.  Chairman  and  members  of  the  subcommittee, 
I  am  pleased  to  be  here  today  to  discuss  the  challenges  that  the 
Medicare  program  faces  in  assuring  that  pa)anents  to  medical  pro- 
viders are  timely  and  accurate  while  minimizing  the  loss  of  fimds 
through  fraud,  waste,  and  abuse. 

These  challenges  are  hardly  unique  to  Medicare.  Similar  chal- 
lenges face  all  health  insurers.  We  released  a  report  2  weeks  ago 
in  which  we  discussed  the  enormous  cost  the  nation  incurs  as  a  re- 
sult of  health  insurance  fraud  and  abuse.  Nobody  knows  for  sure 
how  much  is  lost,  but  many  believe  fraud  and  abuse  account  for 
some  10  percent  of  all  health  care  spending. 

In  that  report,  we  called  for  a  national  commission  to  develop 
remedies,  in  part,  because  of  the  inabihty  of  thousands  of  individ- 
ual insurers  to  successfully  address  fraud  and  abuse  independently. 

In  the  current  health  care  insurance  environment,  profiteers  are 
able  to  stay  ahead  of  those  who  pay  claims  for  several  reasons. 
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These  include  the  independent  operations  of  the  various  health  in- 
surers that  limit  collaborative  efforts  to  confront  fraudulent  provid- 
ers; growing  financial  ties  between  health  care  facilities  and  the 
practitioners  who  control  referrals  to  those  facilities;  and  costs  as- 
sociated with  legal  and  administrative  remedies  to  fraud  and 
abuse. 

Medicare  is  not  only  subject  to  many  of  these  problems,  but  it 
also  faces  a  challenge  attributable  to  its  complex  administrative 
structure. 

HCFA,  which  oversees  the  program,  operates  through  numerous 
contractors  responsible  for  the  daily  task  of  claims  processing  and 
administration. 

This  administrative  network  facilitates  the  handhng  of  local 
needs  and  differences,  but  it  can  lead  and  has  led  to  significant 
variations  in  administrative  practices  and  payment  poHcies  among 
geographic  areas. 

Finding  the  appropriate  level  of  national  imiformity  while  leav- 
ing enough  discretion  to  handle  local  differences  and  foster  innova- 
tive approaches  to  address  fraud,  waste,  and  abuse  is  a  significant 
difficulty  facing  HCFA. 

Oiu*  work  in  recent  years  suggests  that  HCFA  may  need  to  exer- 
cise more  aggressive  oversight  over  its  contractors  and  that,  work- 
ing together  with  the  Congress,  HCFA  needs  to  assure  adequate 
and  stable  funding  for  program  safeguard  activities. 

As  an  example  of  some  of  our  concerns,  we  recently  reported  on 
two  areas  where  limited  HCFA  oversight  of  Medicare  contractors 
contributed  to  a  breakdown  in  program  protections. 

We  found  that  contractors  did  not  adequately  investigate  bene- 
ficiary complaints  or  recover  hospital  pajmaents  owed  to  Medicare, 
and  that  HCFA's  contractor  monitoring  systems  did  not  identify 
these  performance  problems. 

The  absence  of  a  strong  HCFA  role  has  also  contributed  to  con- 
tractors' weak  controls  over  who  can  bill  the  program.  This  has 
made  it  more  difficult  to  detect  fraudulent  providers  who  bill  Medi- 
care for  milhons  of  dollars  in  phony  or  unnecessary  diagnostic 
tests. 

Senator  Rockefeller.  Ms.  Shikles,  we  have  your  full  testimony. 
Ms.  Shikles.  Yes. 

Senator  Rockefeller.  We  have  it  right  before  us.  So,  you  can 
read  it,  but  you  may  run  out  of  time.  You  may  want  to  pick  out 
what  you  care  most  specifically  about  and  kind  of  give  it  to  us. 

Ms.  Shikles.  All  nght.  In  fact,  I  was  just  going  to  finish  that. 
We  will  soon  report  on  how  these  hmited  controls  over  provider 
numbers  were  an  integral  part  of  a  multi-milhon  dollar  scheme  in 
Los  Angeles  involving  mobile  labs  where  these  providers  operated 
under  about  30  different  corporate  names  and  Medicare  numbers. 

We  have  also  identified  problems  in  budget  cuts  and  the  lack  of 
stability  in  pa3rment  safeguard  activities  wliich  continues  to  cause 
problems  to  contractors  .tbat  we  have  been  working  with. 

In  Los  Angeles  this  year,  they  have  seen  a  25  percent  cut  in  their 
payment  safeguards  staff,  so  that  means  if  you  get  an  increase  this 
year,  that  will  help,  but,  then,  if  you  lose  the  money  next  year  you 
lay  the  staff  off  again,  and  you  never  have  any  experience  staff 
working  in  this  area. 
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In  conclusion,  we  believe  that  policy  makers  need  to  act  to  ensure 
that  contractors  have  clear  incentives  to  manage  program  dollars 
efficiently  and  effectively. 

And  one  aspect  of  this  issue  is  making  sure  that  there  is  stable 
funding,  and  that  is  why  we  continue  to  support  modifying  the 
Budget  Enforcement  Act  to  ensure  stable  funding  for  payment  safe- 
guard activities. 

However,  in  our  view,  and  probably  even  more  important,  we  be- 
lieve that  HCFA  must  also  take  a  more  active  stance  to  hold  con- 
tractors accoimtable  for  their  performance  in  program  administra- 
tion. 

This  means,  to  monitor  and  direct  contractor  actions,  they  may 
need  better  information  systems,  more  focused  performance  meas- 
ures, and  stronger  contractor  guidance.  Thank  you. 

[The  prepared  statement  of  Ms.  Shikles  appears  in  the  appen- 
dix.] 

Senator  Rockefeller.  Thank  you.  You  know,  my  mind  is  kind 
of  worrying  aromid,  Mr.  Mangano.  I  think  you  held  up  that  Red 
Book  and  said  that  herein  are  $26  billion  worth  of  savings? 

Mr.  Mangano.  Yes.  That  refers  to  all  of  the  programs  of  our  de- 
partment, not  just  the  health  care  area. 

Senator  Rockefeller.  All  right.  All  right.  Well,  that,  then,  re- 
duces my  trauma. 

Mr.  Mangano.  Yes.  [Laughter.] 

Senator  ROCKEFELLER.  It  is  really  quite  stimning  here.  I  mean, 
Tom  Daschle,  Dave  Durenberger  and  myself  are  accustomed  to 
hearing,  as  I  indicated,  you  put  $1  into  Head  Start  and  you  are 
going  to  save  $4  in  return. 

And  everybody  is  telling  us  here — I  said  I  thought  it  was  $1  to 
$14;  the  acting  administrator  said,  no,  it  is  $1  to  $15.  And  then 
there  have  been  higher  ratios. 

We  are  talking  about  enormous  potential  for  saving.  We  have 
talked  about  $145  billion,  and  not  everybody  in  this  world  is  perfect 
and  has  opportunities  to  take  advantage. 

It  is  my  understanding  that  both  you,  Mr.  Mangano,  who  are 
within  HHS,  and  Ms.  Shikles,  who  are  from  without  HHS,  both 
highly  respected,  that  you  are  saying,  look,  we  need  more  money 
to  do  tliis. 

Now,  we  had  Mr.  Toby  before  us  saying  that  the  President's  17 
or  23  percent  increase  for  fiscal  1993,  or  whatever  it  was,  was  suffi- 
cient. And  I  am  trying  to  say  to  myself,  here  people  out  in  the 
country  think  that  we  do  not  know  how  to  run  things  in  govern- 
ment. 

I  have  always  kind  of  made  the  case  that  Medicare  is  actually 
one  of  the  more  efficiently  run  things  that  government  has  ever 
done.  There  is  very  low  overhead,  and  all  of  the  rest  of  it.  But  we 
are  talking  here  about  enormous  savings. 

You  both  appear  to  be  saying  that  we  should  be  spending  more 
money  and  figuring  out  how  to  cut  out  more  waste,  fi*aud,  and 
abuse. 

The  acting  administrator  is  saying,  we  really  have  enough,  we 
can  do  enough.  And  then  you  are  also  holding  up  this  book  of  $26 
bilUon  savings,  generally,  of  what  we  do  in  HHS. 
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And  I  say,  oh,  well,  that  reduces  my  trauma.  Actually,  I  ought 
to  be  in  coronary  intensive  care  at  this  moment.  There  is  not 
enough  money,  I  suppose,  being  put  into  waste,  fraud,  and  abuse 
control. 

Is  that  what  you  both  want  to  tell  me,  that  the  acting  adminis- 
trator, in  a  sense,  is  pinned  there  because  he  is  the  acting  adminis- 
trator and  he  has  to  reflect  the  administration,  0MB,  and  all  of  the 
rest  of  it?  Let  us  just  have  this  one  out. 

Mr.  Mangano.  What  I  would  say  is  that  we  have  been  doing  a 
number  of  studies  in  the  area  of  contractors.  I  think  I  mentioned 
we  have  done,  over  the  years,  about  30  different  studies  in  the 
Medicare  secondary  payer  area. 

One  of  the  outgrowths  of  those  studies  was  a  recommendation  we 
made  at  least  l¥z—2  years  ago  that  as  we  started  to  see  the  amount 
of  money  for  safeguard  efforts  by  the  contractors  starting  to  de- 
crease— and  they  did  decrease  in  fiscal  year  1990 — that  we  rang  a 
cautionary  bell  and  said  that  you  ought  not  to  do  this.  We  testified 
before  Congress  about  that,  and  we  have  made  those  recommenda- 
tions formally  to  the  department. 

Senator  Rockefeller.  Are  you  answering  my  question? 

Mr.  Mangano.  I  hope  so.  My  answer  to  your  question  is,  yes,  I 
think  we  need  to  have  more  money  in  this  area. 

Senator  Rockefeller.  And  how  much  more  money? 

Mr.  Mangano.  I  quite  honestly  do  not  know.  But  more  money 
will  be  helpfiil. 

Senator  Rockefeller.  Give  me  a  figure.  It  is  your  business. 
What  do  you  think.  Inspector  General?  What  should  there  be? 

Mr.  Mangano.  I  cannot  give  you  a  specific  figure,  but  more  is 
needed  in  this  area.  If  we  are  having  a  return  by  the  Medicare  car- 
riers of  15  to  one,  certainly  more  money  in  that  area  will  give  you 
a  greater  return. 

Ms.  Shikles.  We  also  think  that  there  needs  to  be  more  money 
in  the  area.  What  happened  is  that  there  was  an  increase  in  1989, 
and  then,  ever  since  then,  the  money  has  dropped.  It  has  not  kept 
pace. 

And  we  have  been  testifying  in  front  of  Congress,  asking  to  put 
more  money  into  the  area.  Tliis  is  the  first  time  that  the  adminis- 
tration has  asked  for  more  money  in  the  area.  The  last  few  years, 
HCFA  has  asked  for  more  money  and  then  0MB  cut  it  back.  We 
think  this  is  going  in  the  right  direction. 

We  would  like  to  watch  how  much  more  money  went  into  the 
area  to  make  sure  you  got  the  payoffs  that  you  are  looking  for.  We 
are  concerned  that  if  you  give  the  money  this  year  and  then  it 
drops  next  year,  you  might  as  well  not  bother  to  do  it  this  year. 

Senator  Rockefeller.  No.  I  think  that  point  is  absolutely  on  j 
target  and  it  needs  to  be  emphasized. 

I  mean,  that  is  what  we  do  in  the  U.S.  Trade  Representatives  Of-  ! 
fice.  We  get  people  trained  and  then  along  we  come  and  cut  them, 
or  they  are  offered  a  job  in  the  private  sector — usually  to  lobby  ■ 
against  the  interests  of  our  own  country — and  they  accept  it  and 
they  are  gone,  while  other  countries  do  not  make  those  mistakes. 
And  I  think  you  are  exactly  right,  there  has  to  be  consistency. 

This  is  not  an  easy  business.  You  have  to  learn  how  to  do  it,  you  j 
have  to  be  professional,  you  have  got  to  have  a  sense  of  job  secu-  f 
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rity,  you  have  to  have  a  sense  that  your  department  and  your  gov- 
ernment is  behind  you.  I  mean,  it  has  to  do  with  morale  as  well 
as  skills.  So,  I  tliink  your  point  is  right  on  target. 

Senator  Durenberger,  and  I  note  that  Senator  Grassley  who 
talked  with  me  before  this,  has  an  intense  interest  in  this  area.  So, 
maybe  Senator  Durenberger  and  Senate  Daschle  would  forgive  me 
if  I  went  right  to  Senator  Grassley,  because  you  may  either  have 
a  statement  or  some  questions.  Then  I  will  go  to  Senator  Duren- 
berger and  then  Senator  Daschle. 

Senator  Grassley.  And  I  will  just  put  an  opening  statement  in 
the  record. 

Senator  Rockefeller.  All  right. 

Senator  Grassley.  I  will  not  give  it.  I  will  just  ask  questions 
now. 

[The  prepared  statement  of  Senator  Grassley  appears  in  the  ap- 
pendix.] 

Senator  Rockefeller.  All  right.  Well,  you  got  away  on  that  one 
pretty  good,  Senator.  Go  ahead. 

Senator  Grassley.  I  would  hope  you  would  appreciate  that.  This 
question  is  on  the  Medicare  secondary  payer  program.  You  noted 
in  your  statement  that  as  much  as  a  Dillion  dollars  could  be  owed 
the  program  by  primary  insurers. 

What  do  you  base  this  figure  on?  Is  there  a  good  consensus  be- 
tween GAO,  HCFA,  and  the  Inspector  General  on  the  magnitude 
of  inappropriate  spending?  And,  of  course,  I  ask  because  there  are 
some  who  think  that  the  amount  that  is  owed  the  program  is  great- 
ly exaggerated. 

Mr.  Mangano.  All  right.  We  did  a  study  about  2  years  ago  in 
which  we  tried  to  quantify  the  amount  of  money  that  was  lost 
through  the  Medicare  secondary  payer.  And  in  this  study  what  we 
basically  did  was  take  a  representative  sample  of  Medicare  bene- 
ficiaries and  traced  those  individual  beneficiaries  back  to  find  out 
whether  there  was  primary  insurance  involved  with  them. 

And  rather  than  go  through  all  of  the  steps  that  we  went 
through  in  doing  it,  we  found  that  there  was  a  minimum  of  over 
$600  million  lost  in  that  particular  year. 

The  data  that  we  were  using  was  about  4  years  ago,  so  we  then 
just  increased  that  data  for  the  amounts  of  increases  in  the  Medi- 
care program  and  came  out  to  $900  million.  In  my  opening  state- 
ment I  mentioned  it  was  between  $900  million  and  $1  billion  being 
lost  at  the  current  time. 

Ms.  Shikles.  And  we  have  also  been  working  in  that  area.  Last 
year,  after  our  working  with  HCFA,  HFCA  ran  a  survey  with  the 
contractors.  They  found  $900  million  to  $1  billion  in  claims  that  the 
contractors  have  not  worked  to  try  to  retrieve  the  money.  And 
there  is  also  an  estimated  $1  bilhon  in  additional  claims  that  they 
have  to  work. 

Senator  Grassley.  Then  the  last  figure  refer  to  what  would  be 
owed  now  by  the  primary  payer. 
Ms.  Shikles.  That  is  correct. 

Senator  Grassley.  And  that  is  a  pretty  solid  figure,  you  feel? 

Ms.  Shikles.  Well,  nothing  is  real  solid  in  this  area.  I  think 
these  are  people's  best  estimates  by  going  through  the  claims.  And 
it  looks  Hke  someone  else  should  have  paid  the  bill.  You  do  not  ever 
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totally  know  until  you  go  out  and  make  sure  that  there  is  not  an 
error  that  you  do  not  know  about.  It  is  a  reasonable  estimate. 

Senator  Grassley.  Then  let  me  get  to  that  point  about  the  dif- 
ficulties that  we  have  in  mechanically  making  it  work.  Have  you 
reviewed  the  way  in  which  the  Medicare  program  identifies  pri- 
mary payers  and  do  you  have  a  comment  on  how  credible  it  is,  how 
exact  it  is,  I  guess,  just  the  mechanics  of  it? 

Mr.  Mangano.  One  of  the  areas  that  we  think  is  the  biggest 
problem  areas  is  in  the  Part  B  area.  Under  Medicare  Part  A  when 
people  are  admitted  to  hospitals,  the  hospitals  do  a  very  credible 
job  in  collecting  the  primary  payer  information.  The  area  that  we 
have  found  has  been  the  most  difficult  is  in  Part  B. 

That  is  why  we  have  made  recommendations  over  the  year  that 
Medicare  ought  not  to  pay  the  claims  until  that  part  of  the  claim 
form  is  completed  that  says,  do  you  have  another  payer  of  insur- 
ance. And  if  Medicare  could  do  a  better  job  in  that  area,  it  could 
reclaim  more  money. 

The  area  that  is  most  prone  for  Medicare  to  pay  as  the  primary 
as  opposed  to  the  secondary  payer  is  when  the  spouse  has  insur- 
ance through  their  primary  employer. 

Because  of  that,  we  have  recommended  to  HCFA  that  they  really 
focus  on  that  part  of  the  secondary  payer  that  is  not  being  collected 
right  now,  because  that  is  the  area  that  they  are  going  to  have  the 
best  opportimity  to  lay  claim  to. 

One  of  the  other  problems  is  that  Medicare,  at  the  current  time, 
is  unable  to  rim  claims  against  private  insurers. 

One  of  the  other  recommendations  we  have  made  is  that  they 
ought  to  be  able  to  match  them,  particularly  when  you  consider 
that  the  contractors  are  all  insurance  companies  themselves,  and 
they  have  contracted  with  the  government  to  pay  the  Medicare 
claims. 

But,  yet,  are  unwilling,  at  least  at  this  time,  to  match  their  own 
private  health  insurance  data  against  the  Medicare  data  to  detect 
whether  they  are  primary  or  secondary  payer. 

Senator  Grassley.  "What  about  for  other  insurance  companies 
where  they  do  not  have  records? 

Mr.  Mangano.  Well,  that  is  a  real  big  problem. 

Senator  Grassley.  I  mean,  that  is  a  complaint  we  hear. 

Mr.  Mangano.  Yes.  That  the  insurance  companies  do  not  have 
the  records?  I  am  sorry.  I  am  not  sure  I  rmderstand  your  question. 
Senator. 

Senator  Grassley.  Yes.  If  there  is  another  insurance  company 
involved. 

Mr.  Mangano.  Yes.  That  is  correct.  The  difficulty  there  is  that 
Medicare  needs  to  be  able  to  identify  that  other  insurance  com- 
pany. Tlie  easiest  way  to  do  it  is  on  the  preventive  side,  and  that 
is  to  collect  that  information  up  fi'ont  when  the  person  presents 
themself  to  their  physician  or  to  their  medical  lab  for  a  blood  test. 

If  we  can  identify  it  up  fi-ont,  then  we  do  not  have  to  go  through 
this  search  afterwards.  It  is  very  labor-intensive  and  veiy  costly. 
So,  mechanisms  that  can  identify  them  up  front  are  best. 

Senator  Grassley.  Thank  you,  Mr.  Chairman. 

Senator  Rockefeller.  Senator  Durenberger. 
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Senator  Durenberger.  Mr.  Chairman,  thank  you  very  much.  Let 
me  just  ask  you  both  of  you  questions  about  reforms.  I  am  going 
to  be  reading  some  of  the  recommendations  from  the  Inspector 
General's  report,  one  of  which  is  a  national  single  pricing  schedule 
with  local  market  variations. 

Just  quickly,  does  local  market  variations  mean  the  price  of  sales 
establishment,  rent  issues,  things  like  that?  Is  the  notion  that  the 
basic  product  would  be  the  same  across  the  country? 

Mr.  Mangano.  That  is  correct.  I  tliink  you  are  referring  to  a  rec- 
ommendation we  made  in  the  durable  medical  equipment  area. 

Senator  Durenberger.  Yes. 

Mr.  Mangano.  But  if  I  could  broaden  that  question  a  little  bit, 
as  we  look  at  contractor  operations  over  the  years,  back  when  Med- 
icare was  established  by  the  Congress  in  1965,  we  set  up  a  system 
in  which  we  had  over  80  contractors  that  would  pay  the  bills  for 
Medicare. 

And  one  of  the  reasons  for  the  fact  that  we  had  so  many  of  them 
were  that  the  way  that  we  paid  our  bills  was  according  to  the 
usual,  customary,  and  reasonable  charges  of  local  physicians,  local 
labs,  et  cetera. 

We  wanted  to  take  into  accoimt  that  it  would  cost  more  in  New 
York  for  a  certain  product  than  it  might  in  a  rural  town  somewhere 
else  in  the  country. 

Senator  Durenberger.  You  mean,  it  costs  more  to  sell  it.  The 
product  itself  does  not  cost  any  more,  does  it? 

Mr.  Mangano.  Buy  it,  sell  it,  produce  it.  That  is  correct.  But, 
over  the  years,  what  has  happened  is  that  as  we  have  moved  closer 
to  a  national  standard  for  things,  like  prospective  payment.  DME 
has  established  a  national  standard  for  reimbursement  of  durable 
medical  equipment  that  takes  effect  January  of  next  year  witliin  15 
percent  of  one  another. 

Do  we  really  need  to  have  as  many  contractors  making  independ- 
ent judgments  as  to  what  they  are  going  to  be  reimbursing  and 
how  much  they  are  going  to  reimburse  it?  We  think  that  we  ought 
to  be  looking  at  that. 

We  are  pleased  that  HCFA  has  taken  one  of  our  recommenda- 
tions in  the  DME  area,  and  that  is  they  are  going  to  reduce  the 
number  of  carriers  that  they  have  down  to  four.  And  that  is  a  step 
in  the  right  direction. 

Senator  Durenberger.  I  appreciate  that. 

It  leads  into  the  next  question.  You  know,  you  cannot  read  this 
without  getting  very  angry,  because  it  leads  you  into  improving  the 
definitions  for  DME,  and  then  you  get  into  medical  effectiveness, 
and  then,  more  importantly,  medical  necessity. 

Mr.  Mangano.  That  is  right. 

Senator  Durenberger.  And  that  gets  to  be  the  key.  What  angers 
you  as  you  go  through  all  of  this — you  work  your  way  into  kick- 
backs, into  tne  drugs,  into  the  wonderful  home  blood  glucose  mon- 
itors and  so  forth — is  the  involvement  of  the  physician. 

I  am  not  just  talking  about  the  obvious  con  stuff.  It  is  the  fact 
that  the  physicians  are  not  taking  either  financial  or  other  respon- 
sibility for  their  decisions,  as  long  as  somebody  else  is  paying  for 
all  of  these  things. 
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It  is  easy  to  say,  well,  try  one  of  this,  two  of  this,  or  something 
else.  Perhaps  from  both  of  your  reviews,  you  can  talk  to  me  a  little 
bit  more  about  how  in  the  world  we  hold  physicians  responsible  for 
all  of  these  decisions. 

My  instinct  is  to  say  we  will  give  you  X  number  of  dollars  for 
each  of  these  diagnoses,  and  you  decide  how  much  and  what  kind 
of  DME,  or  drug,  or  whatever.  But  maybe  both  of  you  have  some 
suggestions  for  us  in  that  regard. 

Mr.  Mangano.  That  really  gets  at  a  problem  that  we  have  been 
looking  at  over  the  years.  Just  about  2  years  ago  we  did  a  report 
directly  to  the  Congress  that  you  had  asked  us  to  do. 

Taking  a  look  at  physicians*  financial  arrangements  with  organi- 
zations to  which  they  have  an  ownership  or  compensation  agree- 
ment. We  only  looked  at  cUnical  labs,  physiological  labs,  and  dura- 
ble medical  equipment  supphers  at  the  time. 

And  what  became  very  clear  to  us  was  that  if  a  Medicare  patient 
was  going  to  a  physician,  that  physician  was  ordering  up  45  per- 
cent more  cHnical  laboratory  services  than  a  physician  that  had  no 
ownership  or  compensation  arrangement  with  a  lab. 

I  do  not  question  the  fact  that  physicians  in  this  coimtry  are  hon- 
orable people  and  do  the  best  for  their  patients.  The  only  difference 
that  we  could  find  between  the  two  groups  of  physicians — those 
who  had  an  ownership  arrangement  and  those  who  did  not — was 
that  those  who  were  able  to  financially  benefit  themselves  were  or- 
dering up  more  services. 

In  the  cUnical  laboratory  area  we  were  able  to  conservatively  es- 
timate that  increase  to  be  $28  bilhon  a  year.  And  I  know  that  Con- 
gress acted  on  that  recommendation  and  precluded  it  for  cUnical 
labs.  So,  we  have  a  very  serious  problem  here  where  a  physician 
is  responsible. 

Senator  Durenberger.  The  problem  I  am  having  is  with  the  so- 
lution. If  you  start  from  San  Francisco  or  something  like  that,  you 
are  thinking  in  terms  of  big  city  and  all  that. 

If  you  think  of  us  here,  we  are  representing  people  that  want  to 
combine.  We  are  talking  about  people  who  woiild  like  to  have  the 
doctors,  the  hospitals,  and  a  lot  of  these  people  get  together  to  have 
a  community  system.  But,  gosh,  if  they  try  to  do  that  in  any  one 
of  our  rural  areas,  bang,  they  run  right  up  against  your  rec- 
ommended solution. 

Ms.  Shikles.  But  we  think  there  are  things  that  you  can  do  that  ( 
sort  of  up  front  might  put  some  controls  in  place  that  do  not  bur-  | 
den  the  honest  providers  or  the  kinds  of  situations  you  are  talking 
about,  particularly  in  rural  areas. 

Things  hke  one  single,  even  national  provider  number,  but  cer-  i 
tainly  one  bilhng  number,  not  the  30  numbers;  identification  which 
HCFA  now  has  the  ability  of  putting  right  on  the  form  if  you  have  j 
an  ownership  investment  in  some  facihty  that  you  are  referring  a  i 
patient  to;  and,  some  requirement  by  HCFA  that  you  cannot  just 
put  some  equipment  in  the  back  of  your  van  and  then  start  billing  | 
Medicare.  What  is  it  that  you  would  hke  to  require  from  someone 
who  is  billing  Medicare? 

And  if  you  do  just  a  few  simple  things  like  that  up  front,  this  | 
does  not  burden  the  honest  provider  in  any  way.  But  I  think  you 
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begin  to  cut  down  on  some  of  the  abuses  that  we  keep  seeing  in 
DME,  and  in  other  areas. 

Senator  ROCKEFELLER.  Senator  Daschle. 

Senator  Daschle.  Thank  you,  Mr.  Chairman.  Ms.  Shikles,  I  am 


you  make  in  your  statement.  In  the  first  page  of  your  prepared 
statement  you  cite  the  fact  that  our  multi-payer  system,  in  part,  is 
responsible  for  a  lot  of  the  problem  that  we  are  experiencing. 

You  say  that  over  1,000  payers  which  process  tour  billion  claims 
to  hundreds  of  thousands  of  providers;  the  fact  that  independent 
operators  that  have  collaborative  efforts  to  confi*ont  fi*audulent  pro- 
viders, growing  financial  ties  between  health  care  facilities  and  the 
practitioners,  a  whole  range  of  character  flaws,  perhaps,  in  the  cur- 
rent system  is  responsible  for  part  of  the  difficulty. 

To  what  degree,  from  your  studies,  have  you  been  able  to  com- 
pare our  system  with  European  systems  or  the  Canadian  system 
with  regard  to  fi*aud?  Do  you  know  the  degree  of  fi'aud  which  exists 
here  versus  what  it  might  be  elsewhere? 

Ms.  Shikles.  No.  We  have  done  studies  of  other  countries'  health 
care  systems,  but  we  have  not  looked  at  the  degree  of  fi:'aud  or 
abuse,  or  how  they  detect  it. 

Senator  Daschle.  Looking  at  our  own  system,  we  have  more 
than  one  health  care  delivery  system  in  this  coimtry.  Of  course,  we 
have  the  Veteran's  Administration,  the  military  health  delivery 
system,  and  then,  of  course,  our  private  health  delivery  system. 

Have  you  ever  had  the  opportunity  to  examine  the  degree  of 
fraud  which  exists  in  those  systems  versus  the  degree  of  fi'aud 
which  you  know  now  to  exist  in  the  private  system? 

Ms.  Shikles.  Well,  I  have  looked  at  Medicare  and  I  have  looked 
at  a  lot  of  private  insurers  in  the  work  that  I  have  been  involved 
in.  And  it  is  pretty  extensive.  Eveiy  time  you  put  a  check  in  place, 
every  time  you  go  to  look  for  sometning  you  find  problems. 

Ironically,  Medicare  is  ahead  of  the  private  insurers  in  terms  of 
detecting  and  catching  problems.  The  private  insurers  that  we  have 
met  with  would  kill  to  nave  some  of  the  things  that  Medicare  could 


Senator  Daschi^E.  That  was  going  to  be  my  next  question.  I  am 
not  sure  I  got  an  answer  to  the  question  about  the  comparative  ad- 
vantages or  disadvantages  in  the  private  system  versus  the  Veter- 
an's system  or  the  military  system.  But  your  answer  relating  to 
Medicare  was  going  to  be  a  question  that  I  also  had. 

In  tliis  study,  you  obviously  look  at  Medicare  and  the  private 
health  insurance  system.  To  what  degree  are  the  advantages  very 
clearly  evident  in  Medicare  over  that  in  the  private  sector? 

Ms.  Shikles.  Well,  the  advantages  in  Medicare  are  that  it  is 
more  standardized  and  you  theoretically  are  running  only  one  sys- 
tem as  opposed  to,  in  the  private  sector,  you  have  thousands  of  dif- 
ferent forms  and  many  different  payers. 

People  come  in  and  they  have  different  co-pays  and  deductibles. 
And  none  of  these  private  insurers  talk  to  each  other;  they  do  not 
talk  to  Medicare,  either. 

So,  if  one  detects  a  problem,  they  do  not  tell  anyone  else,  there 
is  no  sharing  of  information.  It  is  very  easy  to  scam  our  system 
right  now  if  you  want  to  do  that.  Things  are  a  little  better  in  Medi- 
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care  because  it  is  standardized,  the  program  benefits  are  more 
similar,  the  beneficiary  forms  are  more  standardized.  Even  though 
we  run  it  through  80  different  contractors,  compared  to  the  private 
sector,  it  is  a  very  standardized  system. 

Senator  Daschle.  Do  you  have  any  figures  that  would  give  you 
some  calculation  as  to  the  efficiency  of  Medicare  and  that  of  the 
private  health  care  system?  Out  of  that  $70  billion,  Mr.  Toby  had 
indicated  that  a  fi'action  of  that  was  related  to  Medicare. 

But  that  does  not  really  tell  us  the  story  in  terms  of  relative  effi- 
ciency because,  obviously,  there  are  a  lot  more  people  using  the  pri- 
vate system  than  there  is  using  Medicare. 

But  to  what  degree,  is  there  a  way  to  determine  the  degree  of 
efficiency  of  Medicare  versus  the  degree  of  efficiency  or  lack  of  effi- 
ciency of  the  private  system? 

Ms.  Shikles.  We  did  not  specifically  look  at  that.  I  would  guess 
that  Medicare  is  much  more  efficient  than  private  insurers. 

Senator  Daschle.  But  there  is  no  way  of  calculating  that.  Is  that 
what  you  are  saying? 

Ms.  Shikles.  I  would  like  to  think  about  it.  I  do  not  know. 

Mr.  DowDAL.  I  think  it  depends  on  what  area  you  are  talking 
about.  If  you  are  talking  about  overall  administrative  costs,  there 
are  numbers  you  can  get  on  that  and  Medicare  is  substantially 
below  the  private  sector  firms. 

If  you  are  talking  about  what  percent  of  Medicare  claims  are  rep- 
resented by  fi-aud  and  abuse  versus  those  in  the  private  sector, 
there  is  no  information  avedlable  that  would  let  us  get  an  estimate 
of  that. 

Senator  Daschle.  It  would  seem  to  me  that  comparative  analysis 
using  computer  data  and  everything  else  that  you  have  available 
to  you  would  allow  you  to  anal5rze  with  a  lot  more  precision  the 
savings  generated  from  a  Medicare-like  system  over  that  of  a 
multi-payer-like  system  that  we  have  in  the  private  sector. 

And  that,  on  a  per  capita  basis  or  some  kind  of  a  unitized  com- 
parative analysis  you  would  be  able  to  come  to  some  conclusions 
with  regard  to  the  efficiency  of  Medicare  over  that  of  the  private 
sector.  But  what  you  are  saying  is  that  your  current  study  does  not 
do  that. 

Is  there  any  way,  over  a  period  of  time,  you  might  be  able  to 
share  something  Hke  that  in  greater  detail  with  the  subcommittee? 

Ms.  Shikles.  Well,  we  would  be  very  happy  to  look  at  that  issue 
and  get  back  to  you  and  see  what  we  data  is  available. 

Senator  Daschle.  I  would  appreciate  that  very  much.  Thank 
you. 

Thank  you  very  much,  Mr.  Chairman. 

Senator  Rockefeller.  Thank  you,  Senator  Daschle.  People  from 
South  Dakota  are  very  well-mannered,  very  civil.  I  want  to  sort  of 
pursue  what  I  think  Tom  is  restricting  himself  from  saying  in  a 
more  direct  manner.  I  mean,  this  is  sort  of  the  problem. 

Tom  is  for  single  payer,  government  does  it  all.  So  far,  if  I  were 
to  be  an  American  citizen  sitting  out  there  listening  to  the  people 
who  have  testified,  I  would  say  Tom  wins.  I  am  for  play-or-pay. 
That  means  that  about  two-thirds  of  the  private  insurance  market 
is  eliminated  because  they  should  not  be  in  the  business  in  the  first 
place  because  they  cannot  aflford  to  do  business  and  manage  risks. 
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They  are  just  doing  adverse  selection.  I  do  not  know  what  Senator 
Grassley  is  for. 
Senator  Grassley.  Consumer  choice. 

Senator  Rockefeller.  Consumer  choice.  So,  that  means  that  is 
sort  of  tax  credits,  vouchers,  deductibles,  that  kind  of  thing.  In 
other  words,  it  is  the  individual  up  against  the  insurance  company. 

But  everything  that  you  are  saying  here,  you  are  saying  a  mcgor 
impediment,  talking  about  all  1,000  payers,  four  billion  claims  an- 
nually, hundreds  of  thousands  of  providers. 

Then  you  get  down  to  disadvantages.  HCFA*s  ability  to  man- 
age— Janet,  this  is  you — a  consistent  national  program  is  limited 
by  the  variations  in  contractor's  interpretations  of  Medicare  rules 
and  regulations. 

Up  above  you  said,  "As  a  result  contractors  were  given  consider- 
able discretion  in  setting  and  implementing  payment  and  safe- 
guard policies.  Much  of  this  latitude  is  retained  to  this  day." 

And  I  keep  thinking  of  that  Red  Book,  with  $26  billion  for  all  of 
HHS.  I  mean,  are  we  not  being  fairly  generous  about  this?  I  mean. 
Blue  Cross/Blue  Shield  does  a  lot  of  this. 

Of  course,  they  are  all  fragmented;  in  name  only  are  they  one 
company,  so  to  speak.  But  should  we  not  be  reducing  this  to  very, 
very  few  people,  and  you  should  be  sitting  there  telling  me  exactly 
they  ought  to  be  doing  because  this  is  taxpayers*  money  and  we  are 
talking  about  billions  of  dollars? 

The  least  amount  of  money  that  I  have  heard  talked  about  that 
we  are  wasting  is  $6  billion,  and  that  was  by  Mr.  Toby.  I  mean, 
now  why  are  we  putting  up  with  84,  then  34  or  four? 

I  mean,  should  this  not  be  much  highly  rationalized?  Is  tliis  free 
enterprise  that  we  are  trying  to  save  here?  Are  we  trying  to  bail 
out  the  insurance  industry?  What  is  going  on? 

Mr.  Mangano.  One  of  the  things  that  I  would  say  in  response 
to  that  is  getting  back  to  a  notion  that  we  have  continually  pushed 
in  a  variety  of  the  studies,  is  getting  down  to  more  uniform  ways 
in  which  Medicare  will  set  its  reimbursement  rates,  more  uniform 
ways  in  going  after  exorbitant  costs. 

One  example  that  ties  a  httle  bit  of  what  you  have  asked  and 
what  Senator  Daschle  has  asked,  and  that  is,  one  of  the  things  that 
disturbs  us  a  bit  about  the  way  that  Medicare  pays  for  its  products 
is  that  they  do  not  do  enough  competitive  bidding.  In  the  private 
sector,  HMOs,  I  know,  go  out  and  competitive  bid  almost  every- 
thing. Medicare  needs  to  do  that. 

Senator  Rockefeller.  Why  do  you  not?  You  are  Inspector  Gen- 
eral. 

Mr.  Mangano.  We  have  made  recommendations  in  those  areas. 
We  have  convinced  them  to  do  it  in  the  cataract  lens  area  where 
Medicare  was  paying  $350  for  the  interocular  lenses  that  are  im- 
planted in  cataract  surgery. 

Our  study  of  the  Canadians,  HMOs,  and  the  Veteran's  Adminis- 
tration show  that  you  could  buy  it  easily  for  under  $200.  We  con- 
vinced HCFA  to  make  that  change.  That  change  alone  can  

Senator  Daschle.  Could  I  just  interrupt  up  there,  Mr.  Chair- 
man? But  why  is  that  the  case  in  all  these  other  instances  that 
they  can  buy  it  so  much  more  cheaply? 
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Mr.  Mangano.  Under  the  Medicare  process,  the  Medicare  pro- 
gram was  reimbursing  the  hospitals  and  ophthalmologists  who 
were  performing  the  surgery  for  their  reasonable  and  necessary 
costs. 

Those  costs  were  not  taking  into  account  the  fact,  though,  that 
if  they  had  gone  out  and  bid  for  those  they  could  have  gotten  a 
much  lower  price. 

And,  second  of  all,  the  lens  manufacturers  are  rebating  a  great 
deal  to  the  individual  physician,  whereas,  in  all  of  the  other  exam- 
ples, they  were  competitive  bidding  and  they  were  driving  the  price 
down  for  exactly  the  same  lenses. 

Senator  Daschle.  But  were  they  not  bidding  competitively  be- 
cause there  was  a  single  payer? 

Mr.  Mangano.  No.  Well,  in  the  Canadian  system  you  had  the  in- 
dividual Provinces  and  hospitals  

Senator  Daschle.  I  think  in  every  instance  you  mentioned  there 
was  a  single  payer,  whether  it  was  the  Veteran's  Administration, 
the  mihtary,  any  one  of  the  foreign  systems. 

You  have  got  a  single  payer,  a  determinant,  somebody  who  is 
making  a  decision  with  regard  to  how  much  they  are  willing  to  pay 
for  a  given  service  or  a  given  piece  of  equipment.  That  is  the  nm- 
damental  difference. 

Mr.  Mangano.  That  is  correct.  But  I  also  think  those  kinds  of 
scenarios  can  play  out  in  Medicare  as  well  as  Medicaid.  States  and 
Medicaid  can  do  that,  too. 

Senator  Daschle.  I  agree.  I  am  not  arguing  that  point. 

Senator  Rockefeller.  You  would  be  agreeing  on  that  point. 

Mr.  Mangano.  That  is  correct. 

Ms.  Shiicles.  Our  concern  about  Medicare  is  that  we  feel  that 
they  are  overloaded  and  in  a  reactive  mode. 

For  example,  last  year  we  got  a  tip  that  there  were  credit  bal- 
ances or  money  owed  Medicare  sitting  at  a  hospital.  We  went  out 
to  the  hospital  in  Maryland,  and  about  $300,000  was  sitting  there 
owed  to  Medicare  going  back  a  couple  of  years.  And  we  went  to  the 
intermediary. 

And  then  we  just  went  to  16  other  hospitals,  and  we  found 
money  sitting  at  every  hospital.  This  is  the  whole  credit  balance 
issue.  And  there  were  five  intermediaries  involved. 

The  intermediaries  either  did  not  know  about  the  problem,  or 
they  said  they  did  not  have  the  time  or  the  money  to  solve  it.  They 
were  not  aggressively  doing  anything  about  it.  And  this  is  a  lot  of 
money. 

So,  we  talked  to  HCFA  last  spring.  Tliey  immediately  put  in  a 
monitoring  system  to  alert  all  of  the  intermediaries.  They  started 
to  get  the  money  reported,  and  then  0MB  put  a  stop  to  the  form, 
which  you  mentioned  earlier. 

Senator  ROCKEFELLER.  Giving  what  as  a  reason? 

Ms.  Shikles.  That  they  had  not  gotten  clearance  from  0MB,  so 
they  stopped  HCFA  from  having  hospitals  report  in  on  how  much 
money  was  owed  back  to  Medicare. 

But  the  point  is,  in  the  jobs  we  and  the  Inspector  General  have 
been  doing,  we  find  problems,  beneficiary  complaints,  fi"aud  situa- 
tions not  being  investigated,  and  HCFA  then  responds  and  they  do 
a  good  job  of  putting  something  in  place.  But  we  do  not  think  this 
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makes  sense,  I  mean,  years  go  by,  it  takes  a  long  time  to  get  the 
regulations  out.  A  lot  of  money  just  flows  out  there. 

And  we  would  hke  to  see  HCFA  now  take  a  very  pro-active 
stance,  and  that  is  why  we  are  really  glad  you  are  having  this 
hearing  today.  Because  we  would  like  them  to  come  up  with  an  ag- 
gressive strategy  of  putting  some  controls  up  front,  in  place. 

HCFA  is  trying  to  move  in  that  direction,  but  we  do  not  think 
they  are  there  yet. 

Senator  Rockefeller.  Yes.  I  understand  that.  My  light  is  not 
on,  and  Senator  Grassley  or  Senator  Daschle  can  continue  ques- 
tioning you  if  they  want. 

But,  I  mean,  my  point  is  this,  that  I  have  been  here,  what,  7 
years,  Tom?  And  is  this  not  the  first  oversight  hearing  we  have  had 
on  Medicare?  And  I  am  not  going  to  go  into  the  reasons  why  that 
is  the  case.  All  I  know  is  that  I  am  pretty  angry  about  it. 

And  basically  I  am  being  told,  I  guess  Mr.  Toby  mentioned  ear- 
lier $6  billion  worth  of  saving,  and  then  ^adually  as  we  push  you 
you  are  showing  more  and  more  frustration,  and  the  courtesies  of 
this  exchange  become  a  little  bit  more  open. 

And  what  I  am  looking  at  is  if  we  can  get  another  $3  billion  out 
of  this  that  would  be  saved  every  year,  that  means  that  automati- 
cally we  can  vote  for  health  care  reform  which  would  cover  500,000 
pregnant  women  in  this  coimtry  that  do  not  have  any  health  insur- 
ance and  are  not  going  to  get  any  prenatal  care,  and  every  child 
through  the  age  of  18  on  $9  bilhon,  which  is  exactly  what  it  would 
cost. 

And  if  I  am  an  American  citizen  looking  at  this,  and  we  have 
that  $26  billion  in  HHS,  wliich  is  kind  of  neatly  laid  aside,  and 
then  I  get  stronger  and  stronger  reactions  out  of  you  the  more  Tom, 
and  I,  and  Chuck  press. 

And  you  finally  end  up  by  saying,  well,  we  really  think  that 
HCFA  should  be  doing  more  up  front.  I  mean,  I  am  developing  a 
fairly  hot  attitude  about  all  of  this. 

Plus,  the  question  of  let  us  do  this,  bid  things  out  to  everybody, 
and  you  saia  they  do  not  talk  to  each  other,  much  less  HCFA.  I 
mean,  what  is  going  on  here?  We  are  talking  about  billions  and  bil- 
lions of  dollars. 

I  do  not  ordinarily  get  exercised  in  hearings.  I  am  a  perfectly  de- 
cent person,  well  brought  up,  love  my  mother  and  father.  But  this 
is  a  very,  very  unsettling  turn  of  events.  I  am  not  trying  to  blame 
anybody,  but  I  am  blaming  all  of  us,  I  guess.  I  will  just  stop  for 
the  moment.  Senator  Grassley,  you  and  Senator  Daschle  both  nave 
rights  to  more  questions  if  you  want  to.  If  I  were  Senator  Daschle, 
I  would  be  feehng  pretty  good  right  now. 

Senator  Grassley.  I  had  a  couple  of  other  things  that  Senator 
Daschle  dealt  with,  but  since  we  are  having  a  vote  I  had  better  go 
immediately  to  a  couple  of  follow-ups  from  what  we  were  talking 
about  previously. 

One  is  about  how  we  identify  the  primary  payer.  And  the  reason 
I  ask,  is  it  seems  to  me  that  that  is  a  key  part  of  this  program. 
I  gather  that  you  believe  that  the  information  should  come  from 
the  beneficiary  via  the  provider.  Can  we  make  that  work  without 
a  revolt  by  providers  if  we  refuse  to  pay  a  claim  until  we  have  that 
information? 
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Mr.  Mangano.  Well,  that  is  a  requirement  of  the  program  that 
just  has  not  been  implemented  strongly  enough  by  HCFA.  The  pro- 
viders are  to  get  that  information  when  the  patient  comes  into 
their  office. 

As  we  can  all  recall,  when  you  go  to  your  physician,  they  have 
you  fill  out  forms.  One  of  the  pieces  of  information  is,  do  you  have 
another  provider  of  health  care. 

Senator  Rockefeller.  Can  I  interrupt?  Senator  Grassley,  would 
you  Chair  while  I  go  down  and  vote?  And  I  will  be  back.  We  have 
got  14  minutes.  I  will  come  back,  and  then  we  can  go  to  the  next 
panel.  Or  if  you  want  to  bring  on  the  next  panel,  that  is  fine. 

Senator  Grassley.  Yes.  Make  sure  they  wait  for  my  vote. 

Senator  Rockefeller.  I  will  be  sure  of  it.  [Laughter.] 

Mr.  Mangano.  So,  that  really  is  the  most  cost  efficient  way  to 
do  it,  is  to  get  that  information  up  front.  Most  people  are  honest. 
We  do  not  find  that  the  beneficiary  is  hiding  the  information. 

It  is  just  that  they  may  not  have  been  asked,  they  did  not  fill 
out  that  part  of  the  form.  Because  when  we  went  out  and  did  our 
study,  we  asked  the  beneficiaries.  And  that  is  how  we  came  up 
with  the  figures  that  we  did. 

Senator  Grassley.  Well,  could  you  also  address  the  data  match 
program?  Is  that  a  good  way  to  get  the  information,  given  that  the 
whole  project  can  be  very  burdensome  to  employers  who  have  to  fill 
it  out? 

Mr.  Mangano.  I  think  the  data  match,  as  it  is  currently  struc- 
tured where  we  are  matching  Social  Security  against  IRS  and  Med- 
icare records,  the  jury  is  still  out  on  how  well  that  is  going  to  work. 
It  is  a  very  difficult  process. 

Mr.  Toby  had  mentioned  that  they  expected  to  collect  $600  mil- 
lion additionally  this  year.  Once  this  program  gets  a  little  bit  ftir- 
ther  along,  we  are  going  to  do  a  review  of  it  and  see  how  efficient 
it  really  is. 

What  we  have  advised  HCFA  to  concentrate  on  is  those  matches 
which  identify  spousal  insurance,  because  that  is  the  area  where 
you  have  the  best  probabihty  of  being  able  to  find  a  primary  payer. 

Senator  Grassley.  How  would  you  update  that  information  once 
you  get  it? 

Mr.  Mangano.  They  are  intending  to  do  that  once  a  year  by 
using  the  Social  Security  income  information.  So,  each  year  they 
will  be  going  back  to  Social  Security  for  that  match. 

Senator  Grassley.  I  have  a  question  that  is  a  Httle  bit  different, 
but  it  deals  with  the  inappropriate  payments  by  private  payers. 
And  this  is  information  firom  a  flyer  that  is  distributed  by  the  Soci- 
ety of  Professional  Benefits  Administrators,  and,  accordingto  this, 
an  employer  may  be  required  to  pay  twice  for  a  claim.  This  can 
occur,  according  to  them,  when  a  provider  bills  both  Medicare  and 
an  employer  plan. 

Both  Medicare  and  the  employer  plan  may  have  paid  the  claim, 
but  the  Medicare  contractor  may  seek  to  recover  from  the  employer 
plan  without  reahzing  that  the  employer  plan  has  already  paid. 
Then  they  go  back  to  the  individual.  That  is  a  problem,  you  see. 
Do  you  have  any  idea  how  often  tliis  happens? 

Mr.  Mangano.  It  is  a  problem  that  happens,  and  that  is  one  of 
the  reasons  why  we  have  the  problems  with  secondary  payer.  It  is 
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also  one  of  the  causes  of  what  Janet  was  talking  about  in  terms 
of  credit  balances. 

A  number  of  times  a  hospital,  not  knowing  whether  they  are 
going  to  get  paid  or  not,  will  submit  the  claim  to  the  individual's 
private  insurance  company,  and,  at  the  same  time,  submit  it  to 
Medicare. 

Now,  let  us  suppose  that  the  private  insurer  paid  and  Medicare 
pays.  It  is  up  to  the  hospital,  then,  to  go  back  and  report  that,  that 
they  have  gotten  payment,  and  return  that  money  to  the  Medicare 
intermediary. 

We  have  found  in  our  studies — and  I  know  GAO  has  found  in 
theirs — that  a  number  of  times  that  the  hospital  does  not  go  back 
to  the  intermediary  and  tell  them  they  have  it.  Even  more  burden- 
some is  that  sometimes  the  intermediaries  do  not  go  out  to  collect 
it,  even  after  they  know  it  exists. 

Senator  Grassley.  Picking  up  again  on  the  question  of  efficiency 
of  Medicare,  and  this  would  follow  on  what  Senator  Daschle  was 
saying  and  not  taking  exception  to  anything  he  says. 

But  I  just  want  some  sort  of  commentary  from  you,  as  efficient 
as  Medicare  might  be — presumably  more  efficient  in  administering 
than  other  programs — that  does  not,  though,  does  it,  take  into  con- 
sideration what  I  call  the  hassle  factor,  the  paper  work  require- 
ment that  is  put  on  the  providers  and  not  accounted  for,  I  think, 
in  your  statement?  Janet,  what  do  you  say? 

Ms.  Shikles.  Well,  our  work,  and  we  talked  a  lot  and  met  a  lot 
with  private  insurers,  as  well  as  pubhc  payers,  and  they  have  con- 
cerns about,  as  you  said,  the  hassle  factor,  the  administrative  bur- 
den, and  detecting  fraud  and  abuse. 

And  that  is  why  they  would  really  hke  some  joint  strategies.  And 
we  think  these  strategies  can  be  put  in  place,  whether  it  is  a  single 
payer  or  our  current  approach,  and  get  a  reduction  in  administra- 
tive hassle  as  well  as  a  reduction  in  fraud  and  abuse. 

And  these  are  strategies  such  as  standardized  claims  administra- 
tion, which  Secretary  Sullivan  is  leading  an  effort  to  achieve;  a  sin- 
gle provider  national  nimiber  so  that  all  insurers  cannot  be  gamed 
by  these  multiple  provider  numbers,  and  more  sharing  of  informa- 
tion among  insurers. 

Senator  Grassley.  So,  what  you  are  saying  is  it  not  only  makes 
Medicare  more  efficient  at  the  level  of  the  government  administer- 
ing it,  it  also  is  going  to  make  it  more  efficient  for  the  providers 
so  that  that  cost  should  be  less. 

Ms.  Shikles.  Yes,  it  should.  That  is  right.  And  the  private  insur- 
ers, as  well. 

Senator  Grassley.  One  last  comment.  I  just  wondered  if  you  had 
had  a  chance  to  look  at  the  legislation  that  I  introduced,  I  think 
it  was  in  March,  The  Medicare  Funds  Recovery  Act  of  1992,  that 
sets  up  a  separate  line  item  in  the  budget  so  that  we  would  be  able 
to  have  more  money. 

We  recover,  on  average  of  $11  or  $12  for  every  $1  spent  in  this 
area;  to  spend  more  to  get  more  back  so  that  we  cut  down  on  the 
cost  of  Medicare.  Do  you  have  a  position  on  it  yet? 

Ms.  Shikles.  Well,  Ed  has  been  working  in  this  area  particu- 
larly. 
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Mr.  Stropko.  Yes.  We  support  the  general  concept  of  the  three 
bills  that  are  out  there.  All  three  reduce  some  of  the  difficulty  in 
increasing  appropriations  for  safeguard  activities. 

Senator  Grassley.  So,  then,  supporting  the  concept  means  that 
a  little  bit  of  fine  tuning  needs  to  be  done  with  my  bill,  but  you 
would  be  working  in  that  direction  as  one  of  the  three  bills? 

Mr.  Stropko.  Exactly. 

Ms.  Shikles.  Yes.  That  was  our  original  recommendation  before 
Congress  last  year  to  follow  a  different  approach  to  funding  pay- 
ment safeguard  activities;  funding  for  those  activities  that  return 
money  to  the  Treasury. 

Senator  Grassley.  Let  me  check  with  Senator  Rockefeller's  staff. 
I  believe  it  is  all  right  if  I  dismiss  this  group. 

And  then  I  will  ask  the  next  panel  to  come  up.  But  I  will  not 
start  the  next  panel.  That  would  be  a  panel  consisting  of  Sharon 
Allen  and  Greorge  E.  Spalding.  Just  come  up,  and  then  I  will  recess 
the  meeting  and  I  will  go  vote. 

[Whereupon,  the  hearing  was  recessed  at  4:31  p.m.] 

AFTER  RECESS 

Senator  Rockefeller.  We  welcome  you,  Ms.  Allen  and  Dr. 
Spalding.  Allen,  why  do  you  not  proceed? 

STATEMENT  OF  SHARON  ALLEN,  EXECUTIVE  VICE  PRESI- 
DENT, GOVERNMENT  SERVICES  PROGRAMS,  ARKANSAS 
BLUE  CROSS  AND  BLUE  SHIELD,  LITTLE  ROCK,  AR 

Ms.  Allen.  Thank  you,  Mr.  Chairman.  I  sincerely  appreciate  this 
opportimity  today  to  share  our  views  with  you  on  our  role  as  the 
Medicare  intermediary  and  carrier  and  our  activities  to  protect 
Medicare  fi'om  inappropriate  payments. 

Arkansas  Blue  Cross  and  Blue  Shield  has  been  a  part  of  the 
Medicare  program  since  its  inception.  And,  in  the  State  of  Louisi- 
ana, we  have  been  Medicare's  Part  B  claims  processor  since  1984. 

For  29  other  Medicare  contractors,  by  the  way,  including  several 
commercial  insurance  companies,  we  also  provide  claims  payment 
system  support  and  are  considered  by  some,  at  least,  as  leaders  in 
the  development  of  innovative  and  efficient  claims  pajmient  sys- 
tems. 

Last  year,  we  processed  nearly  13.5  million  claims  for  some 
900,000  Medicare  beneficiaries  and  their  health  care  providers.  We 
also  saved  Medicare  a  total  of  some  $98  million  through  our  pay- 
ment safeguard  operations  and  another  $500,000  through  fi-aud 
and  abuse  detection. 

These  are  impressive  results,  perhaps,  and  they  are  certainly 
ones  that  we  are  proud  of.  And  while  we  do  a  good  job,  we  are 
deeply  concerned  about  the  direction  of  the  program.  We  are  con- 
cerned because  so  much  more  can  and  should  be  done. 

But,  increasingly,  we  are  seeing  the  administration  of  Medicare 
becoming  a  bills  payment  operation,  meaning  that  the  number  one 
priority  is  to  get  claims  paid  and  get  them  paid  on  time,  while  in 
our  private  business  we  are  being  pushed  by  employers  to  look  at 
the  total  cost,  not  just  claims  processing  efficiencies. 
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We  are  being  relied  on  to  conserve  health  costs,  to  prevent  waste, 
and  to  stop  unnecessary  and  inappropriate  payments.  And  that  is 
exactly  what  we  think  we  should  oe  doing  with  Medicare. 

The  solution  starts,  we  believe,  though,  with  timely  and  adequate 
funding  for  managing  the  payment  of  Medicare  benefits.  Let  me 
give  you  just  a  few  examples  of  what  I  mean.  Let  us  start,  if  you 
will,  with  medical  review. 

In  Arkansas  in  1992,  we  expect  to  process  1.7  million  more 
claims  than  last  year,  which,  for  our  operation,  is  roughly  a  13  per- 
cent increase.  But,  because  of  funding  constraints,  roughly  135,000 
fewer  claiims  will  undergo  medical  review  than  underwent  review 
last  year. 

On  the  audit  side,  which  has  been  mentioned  today,  that  being 
our  final  check  of  the  accuracy  and  validity  of  bills  submitted  by 
hospitals  and  other  health  care  facihties,  believe  it  or  not,  in  1992 
we  are  essentially  not  reviewing  any  hospital  cost  reports  to  vali- 
date their  claims  for  payment. 

Rather,  our  audit  effort  is  being  directed  into  establishing  the 
ayment  baseline  for  the  capital  cost  of  hospitals  so  that  they  can 
egin  to  fold  that  in  to  the  DRG  payments. 

What  I  just  said  is  somewhat  of  a  misnomer.  We  have  actually 
been  funded  to  do  four  audits  next  year,  when  we  should  be  doing 
a  minimum  of  50.  That  concerns  me,  because  last  year  we  saved 
the  program  $15  milhon  based  on  those  50  audits. 

Medicare's  secondary  payer.  I  think  GAO  has  already  told  you 
that  there  is  a  growing  backlog  in  MSP  cases;  those  cases  that  are 
estimated  to  save  Medicare  between  $1—2  billion  if  the  staffing 
were  available  to  collect  all  of  those  amounts  fi*om  the  other  pay- 
ers. We  find  that  to  be  pretty  much  the  case  at  home,  too. 

And,  finally,  fi*aud  and  abuse.  You  know,  all  of  the  activities  I 
have  just  mentioned  are  really  what  help  to  detect  and  prevent 
fi*aud  and  abuse.  And,  by  Medicare's  efforts  to  stop  fi'aua,  there 
certainly  is  a  ripple  effect  of  reducing  unnecessary  health  costs 
throughout  the  economy— cost  shifting. 

The  administration  has  proposed  in  its  1993  budget  a  separate 
$24  million  fund  for  these  efforts.  It  is  the  first  time  specific  funds 
have  been  identified  for  this  purpose,  and  I  can  tell  you  we  whole- 
heartedly support  that  increased  emphasis. 

In  summary,  let  me  simply  say  that  we  think  the  GAO  has  the 
right  idea.  The  place  to  start  on  the  problems  is  to  make  sure  that 
Medicare  administrative  funding  goes  hand  in  hand  with  claims 
volume. 

That  is  why  we  are  also  supporting  the  legislation  introduced  in 
the  Senate  by  Senator  Harkin  and  Senator  Grassley.  In  the  House 
there  is  a  similar  bill  that  has  been  introduced  by  Congressman 
Rostenkowski. 

We  want  to  work  with  you  to  improve  Medicare.  We  have  a  tal- 
ented and  dedicated  group  of  employees  that  are  ready  and  eager 
to  do  the  job.  I  think  they  need  to  near  that  the  discussions  here 
today  are  going  to  truly  be  translated  into  some  positive  actions. 

I  thank  you  very  much,  and  will  look  forward  to  any  of  your 
questions.  Senator. 

Senator  Rockefeli.er.  Thank  you,  Ms.  Allen. 

[The  prepared  statement  of  Ms.  Allen  appears  in  the  appendix.] 
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Senator  Rockefeller.  Dr.  Spalding. 

STATEMENT  OF  GEORGE  E.  SPALDING,  M.D.,  MEDICAL  DIREC- 
TOR, MEDICARE  ADMINISTRATION,  TRANSAMERICA  OCCI- 
DENTAL LIFE,  LOS  ANGELES,  CA 

Dr.  Spalding.  Thank  you,  Senator.  I  am  Dr.  George  Spalding, 
the  Medical  Director  for  Transamerica  Occidental  in  Los  Angeles, 
the  Part  B  carrier  for  the  Southern  California  area. 

I  have  been  so  employed  for  a  little  over  2  years.  I  am  a  Board 
Certified  surgeon  that  specialized  in  cardiovascular  surgery.  And  I 
am  going  to  discuss  somewhat  about  the  carrier  medical  director's 
role  in  this  process. 

In  1988,  there  was  a  discussion  between  the  American  Medical 
Association  and  the  administrator  of  HCFA,  the  result  of  which 
mandated  that  every  Part  B  earner  employ  a  full-time  medical  di- 
rector. 

Since  that  time,  the  duties  of  the  medical  director  have  gradually 
evolved  and  are  continuing  to  increase  in  a  beneficial  manner,  I  be- 
lieve. The  medical  director  sei*ves  to  provide  a  source  of  medical  in- 
formation to  the  caniers  and  to  HCFA. 

We  interface  with  medical  societies  and  providers;  we  assess  cur- 
rent health  care  trends  and  technologies;  and  we  also  develop  and 
assist  in  the  developing  of  local  and  national  policy  issues  under 
HCFA  direction. 

And  this  is  one  of  our  main  functions  now,  and  we  meet  nation- 
ally to  develop  issues  that  are  widely  acceptable  across  all  carriers. 
And  we  found  that  when  such  can  be  developed  they  are  much 
more  effective  and  much  more  efficient. 

The  medical  director  takes  a  leading  role  in  determining  when 
medical  guidelines  need  to  be  developed,  or  when  they  need  to  be 
revised,  and  to  defend  those  guidelines  when  challenged.  He  also 
assists  the  carrier  in  his  contacts  with  the  medical  community. 

But,  when  I  interface  with  the  medical  community  and  with  phy- 
sicians, talk  invariably  turns  to  the  so-called  "hassle  factor."  Tliis 
perceived  difficulty  is  a  result  of  the  complexity  of  the  Medicare 
program  and  its  guidelines  and  regulations. 

In  reaction  to  provider  complaints,  HCFA  has  directed  us  to 
move  toward  focused  medical  review.  This  is  where  emphasis  is  di- 
rected to  those  providers  whose  services  clearly  vary  from  those  of 
their  peers. 

By  statistical  analysis  of  billed  services,  carriers  can  compare  na- 
tional practice  patterns  of  specialty  groups,  geographic  areas,  or 
even  particular  physicians  or  suppUers. 

This  process  allows  us  to  identify  potential  fraud,  abuse,  or  un- 
necessary services.  It  also  helps  carriers  choose  the  most  effective 
response,  whether  to  develop  better  guidelines,  to  provide  edu- 
cational assistance,  or  to  pinpoint  enforcement  efforts. 

A  targeted  review,  which  I  have  just  been  discussing,  is  a  more 
effective  use  of  carrier  resources  than  random  audits  and  may  re- 
lieve the  medical  community  from  broad-based  restrictions  or  per- 
ceived hassles.  We  have  found  that  to  be  definitely  the  case. 

Peer  review  organizations  which  are  in  place  perform  some  medi- 
cal review  functions  for  both  Part  A  and  Fart  B.  However,  it  is  ap- 


39 


parent  to  us  that  this  represents  a  duplication  of  efforts  already 
undertaken  by  the  carriers  who  process  the  claims  for  Part  B. 

As  a  medical  director,  I  am  directly  involved  with  our  Program 
Integrity  Unit  in  monitoring  of  fraud  and  abuse.  This  is  an  inter- 
departmental effort,  relying  on  pre-payment  Medical  Review  staff, 
post-payment  Program  Integiity  staff,  and  the  expertise  of  consult- 
ants in  every  major  field  of  medicine. 

In  order  to  accomplish  our  goals,  we  must  continue  to  refine  our 
medical  review  function.  We  believe  this  can  best  be  accomplished 
by  a  joint  effort  of  pre-pa3maent  and  post-payment  review.  To  per- 
form one  without  the  other  is  like  clapping  with  only  one  hand. 

Carrier  medical  review  is  an  efficient  means  of  generating  a  sav- 
ings to  the  Medicare  program.  At  Transamerica,  for  every  adminis- 
trative dollar  spent,  we  save  $12  benefit  dollars.  And  that  is  our 
statistic.  Continued  fiinding  of  medical  review  is  crucial  to  the  pro- 
gram's success.  Thank  you. 

[The  prepared  statement  of  Dr.  Spalding  appears  in  the  appen- 
dix.] 

Senator  RocKEFElJ.ER.  Tlie  business  of  duplication  with  the 
PROs  is  serious.  All  carriers  all  have  medical  directors.  Am  I  right? 
Dr.  Spalding.  All  of  the  carriers  do.  Yes. 

Senator  Rockefeller.  Yes.  And  you  are  focusing,  among  other 
things,  on  the  appropriateness  of  what? 

Dr.  Spalding.  The  appropriateness  of  the  service  that  is  billed. 

Senator  Rockefeller.  All  right.  Now,  you  do  see  increasing 
overlap? 

Dr.  Spalding.  Yes. 

Senator  Rockefeller.  They  have  their  duties.  PROs  have  their 
duties. 
Dr.  Spalding.  Yes. 

Senator  Rockefeller.  You  see  the  overlap,  and  what  is  your 
next  response?  What  would  you  do  about  it? 

Dr.  Spalding.  Well,  I  think  that  they  are  providing  some  of  the 
services  that  we  provide.  And  I  think  that  possibly  there  should  be 
some  mechanism  of  eliminating  the  duplicative  effort. 

Senator  Rockefeller.  And  who  would  get  un-duplicated? 

Dr.  Spalding.  Well,  as  it  is  now,  I  think  that  the  PROs  should 
be  directed  to  their  main  effort,  which  is  primarily  Part  A,  pri- 
marily determining  the  appropriate  length  of  stay  in  hospitals  and 
the  appropriateness  of  admissions,  the  length  of  stay,  and  the  care 
that  was  given. 

But  we,  as  payers  for  the  Part  B  claims,  have  to  decide  whether 
or  not  the  services  were  necessary  or  whether  they  were  given  ap- 
propriately in  an  efficient  manner. 

And  we  have  the  complete  data  base  of  all  of  the  claims  payment 
history  so  we  can  tell  whether  or  not  the  patient  really  needed  the 
service.  I  think  it  is  important  that  the  carrier  probably  has  access 
to  more  data  on  the  patients  and  the  beneficiaries  than  the  Part 
A  people,  the  PROs. 

Senator  Rockefeller.  You  also  mentioned  the  hassle  factor.  Ob- 
viously, everywhere  I  go,  physicians  are  consumed  by  the  hassle 
factor.  I  think  that  comes  from  two  reasons.  One,  is  that  they  are 
being  hassled,  and  the  other  is  that  they  are  not  accustomed  to 
being  hassled  very  much  at  all. 


40 


And,  like  most  people  in  America  they  have  had  a  fairly  free 
hand.  They  have  been  in  a  situation  to  control  their  practice  the 
way  the  world  works. 

Now,  because  they  are  receiving  enormous  amounts  of  public 
money  which  they  may  or  may  not  regard  as  relevant  to  how  they 
should  be  treated,  they  are  getting  hassled,  and  it  is  real.  What  are 
some  of  the  specific  examples  of  hassle  that  strike  you  as  unneces- 
sary for  doctors  to  go  through? 

Dr.  Spalding.  Well,  they  complain  about  too  much  paper  work 
and  too  much  control  over  how  they  can  practice.  Although,  I  think 
a  lot  of  this  is  very  necessary,  myself,  to  make  the  program  func- 
tion efficiently.  I  do  not  think  we  can  give  them  a  free  hand,  really. 
I  do  not. 

I  think  that,  however,  a  lot  of  the  hassle  factor  that  they  perceive 
can  be  diluted  by  the  methods  that  I  discussed  in  directing  our  at- 
tention only  to  those  people  who  are  truly  offenders. 

We  know  that  the  majority  of  the  physicians  in  the  United  States 
are  good  doctors  and  are  not  gamers.  And  if  we  can  find  ways  to 
direct  our  efforts  to  the  people  who  are  outliers,  I  think  we  will  be 
defusing  the  hassle  factor. 

Senator  Rockefeller.  All  right.  Ms.  Allen,  where  do  you  per- 
ceive to  be  the  deficiencies?  You  were  very  good,  and  thorough,  and 
precise  in  defense  of  the  resources  that  you  have  and  the  attitude 
of  your  employees,  and  everybody  is  ready  to  do  their  work.  Ear- 
lier, I  had  made  a  comment  that  if  billions  of  dollars  were  at 
stake — and  they  clearly  are — that  maybe  there  ought  to  be — 

And  the  statement  was  made  and  you  can  comment  on  that,  too, 
that  a  lot  of  those  who  were  looking  at  all  of  this,  of  the  insurance 
carriers,  they  are  not  communicating  with  each  other  or  they  hav- 
ing a  hard  time  understanding  the  rules,  or  that  there  is  a  lot  of 
misunderstanding  going  on. 

I  will  just  make  the  proposition  that  there  are  too  many  people 
doing  this.  There  are  too  many  of  you  all  doing  this.  There  ought 
to  be  fewer,  and  it  would  be  more  efficient  if  there  were.  And  either 
argue  that,  or  whatever  you  choose  to  do  with  that  statement. 

Ms.  Allen.  With  reference  to  the  total  health  care  industry,  or 
just  Medicare? 

Senator  Rockefeller.  I  am  referring  to  just  Medicare. 

Ms.  Allen.  I  think,  Senator,  that  the  biggest  problem  that  I 
have,  perhaps,  with  reducing,  if  you  will,  number  of  contractors,  is 
the  local  service  aspect,  the  knowledge  of  the  local  people  in  deal- 
ing with  the  beneficiary.  I  sometimes  think  we  forget  the  patient 
in  all  of  this.  They  sometimes  have  a  hassle  factor,  also.  I  think 
that  by  expecting  

Senator  Rockefeller.  Yes.  But  are  we  not  talking  about  how 
many,  84? 

Ms.  Allen.  On  the  Part  B  side.  Paul,  how  many? 
Mr.  Dennett.  There  are  about  48  on  the  Part  B  side.  And  alto- 
gether, with  the  Part  A,  makes  it  about  80. 

Ms.  Allen.  Yes.  Total.  But  not  all  contractors  handle  both  A  and 

B. 

Senator  Rockefeller.  Right.  But  some  do. 
Ms.  Allen.  Yes. 
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Senator  Rockefeller.  And  I  am  trying  to  figure  out  your  state- 
ment about  the  hassle  factor  for  the  patients  and  the  local  knowl- 
edge. I  mean,  how  local  can  one  be,  let  us  say,  if  one  is  doing,  in 
effect,  a  State?  How  much  individual  knowledge  of  patients  can  one 
have?  I  am  just  trying  to  stretch  you  a  little  bit. 

Ms.  Allen.  Well,  I  understand.  Let  me  put  it  this  way.  I  think 
for  the  State  of  Arkansas  we  had  something  like  5,700  Medicare 
patients  come  to  our  office  in  Little  Rock,  or  that  we  met  with  with- 
in that  State  to  help  them  with  questions  that  they  might  have. 
They  also,  of  course,  many  of  them,  have  local  lines  in  to  us. 

And  I  guess  that  is  one  of  my  concerns  when  claims  are  being 
processed  elsewhere,  how  easy  it  is  going  to  be  for  them  to  have 
that  same  type  of  service.  And  I  suppose  there  are  certainly  ways 
to  handle  that. 

On  the  other  hand,  I  would  like  to  make  it  very  clear.  I  think 
that  if,  indeed,  there  are  some  economies  at  handling  claims  serv- 
ices through,  perhaps,  some  consolidations,  then  I  am  supportive  of 
that.  I  think  what  we  have  done  in  Louisiana,  Senator,  is  a  good 
example  of  that.  We  are  the  contractor  for  Medicare  B  in  Louisi- 
ana; we  also  handle  it  for  Arkansas. 

But  we  have  an  office  in  Louisiana,  we  are  furnishing  employ- 
ment to  Louisiana  citizens,  and  we  are  servicing  those  Louisiana 
beneficiaries  and  physicians  with  on-site  staff.  And  I  expect  that  is 
my  biggest  concern  about  it. 

Senator  Rockefeller.  Bill  Toby,  who  was  here  earlier,  said  that 
he  wants  to  establish  an  incentive  to  providers  to  use  electronic 
claims  billing.  And  my  question  to  you  is,  is  this  something  which 
is  necessary,  the  incentive,  or  is  this  something  which  this  conver- 
sion is  probably  going  to  take  place  anyway? 

Ms.  Allen.  I  will  speak,  again,  for  the  area  that  we  handle,  al- 
though I  think  that  this  rims  fairly  well  true  nationally.  We,  right 
now,  in  our  Part  A  operation,  are  getting  something  in  the  neigh- 
borhood of  86  percent  of  all  of  our  Part  A  claims  electronically,  and 
on  the  physician's  side  for  both  Louisiana  and  Arkansas  it  is  run- 
ning in  the  low  50's.  I  would  expect  that  by  good  marketing  and 
badgering  to  some  degree,  we  will  see  some  increases  in  electronic 
submissions. 

I  think  what  we  are  down  to,  though,  with  electronic  claims  are 
the  smaller  office,  single  physicians,  or  a  couple  of  practicing  physi- 
cians that  simply  have  a  little  bit  of  a  problem  trying  to  justify 
going  the  electronic  means,  even  though  the  technology  is  very 
cheap  and  there  are  even  things  that  we  can  do  to  try  to  encourage 
that  even  further.  It  still  becomes  a  problem. 

There  is  no  incentive,  as  I  see  it,  at  this  point  actually  for  those 
physicians  out  there  submitting  via  paper  to  go  electronically.  The 
claims  are  not  going  to  be  paid  for  at  least  14  days,  regardless  of 
whether  they  are  submitted  electronically  or  whether  they  are  sub- 
mitted hard  copy. 

And  I  think  that  the  real  incentive  would  be  to  do  away  with 
that  14-day  floor  and  say  we  are  going  to  pay  electronic  claims 
within  3  days  or  5  days. 

And,  as  I  understand  it,  I  believe  what  the  administration  is  pro- 
posing is  to  hold  up  hard  copy  claims  for  X  number  of  days,  but 
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go  ahead  and  leave  the  14-day  floor  in  for  EMC  claims.  I  personally 
just  do  not  think  that  is  going  to  be  a  big  enough  incentive. 

Senator  Rockefeller.  Let  me  say  to  both  of  you  that  you  have 
been  very  good  witnesses,  in  the  sense  that  you  have  been  very 
forthright  and  blunt  in  your  answers,  and  I  appreciate  that. 

Ms.  Allen.  Thank  you  very  much. 

Dr.  Spalding.  Thank  you. 

Senator  Rockefeller.  Thank  you  both  very  much.  Then  our 
final  panel  will  consist  of  Linda  Aukett,  who  is  here  on  behalf  of 
the  Coalition  for  Quality  Home  Medical  Equipment  Supplies  and 
Services,  and  also  Corrine  Parver,  who  is  president  and  chief  exec- 
utive officer  of  the  National  Association  of  Medical  Equipment  Sup- 
pliers. And  you  could  both  introduce  your  colleagues,  perhaps. 

STATEMENT  OF  LINDA  AUKETT,  CHAIRMAN,  GOVERNMENT 
AFFAIRS  COMMITTEE,  UNITED  OSTOMY  ASSOCIATION,  ON 
BEHALF  OF  THE  COALITION  FOR  QUALITY  HOME  MEDICAL 
EQUIPMENT,  SUPPLIES,  AND  SERVICES,  WESTMONT,  N.J., 
ACCOMPANIED  BY  CRAIG  JEFFREES,  EXECUTIVE  DIRECTOR, 
HEALTH  INDUSTRY  DISTRIBUTORS  ASSOCIATION 

Ms.  Aukett.  Thank  you.  Good  afternoon,  Mr.  Chairman.  My 
name  is  Linda  Aukett. 

Senator  Rockefeller.  Could  you  introduce  your  colleague,  just 
so  I  know? 

Ms.  Aukett.  Certainly. 

Senator  Rockefeller.  Your  colleague  does  not  have  a  name,  as 
far  as  I  am  concerned. 
Ms.  Aukett.  This  is  Craig  Jeffries. 
Senator  Rockefeller.  All  right.  Good. 

Ms.  Aukett.  My  name  is  Linda  Aukett,  and  I  am  volunteer 
chairman  of  the  Government  Affairs  Committee  of  the  United 
Ostomy  Association. 

The  UOA  is  a  42,000  member  group,  90  percent  of  whom  are  in- 
dividuals who  have  had  ostomy  surgery.  Sixty  to  70  percent  of  our 
members  are  Medicare  eligible,  as  are  many  of  the  approximately 
700,000  Americans  who  have  undergone  ostomy  surgery.  Most  of 
them  are  affected  by  our  discussion  on  the  Medicare  home  medical 
equipment  benefit. 

I  personally  had  ostomy  surgery  22  years  ago  to  cure  a  chronic, 
inflammatory  disease.  I  have  an  ileostomy,  meaning  that  my  intes- 
tinal system  ends  at  the  ileum,  or  small  intestine. 

Wastes  are  collected  in  an  inconspicuous  plastic  pouch  which  ad- 
heres to  my  abdomen.  Thanks  to  this  product  of  the  HME  industry, 
I  am  able  to  work  and  I  have  a  very  active  lifestyle. 

I  am  here  today  serving  as  spokesperson  for  the  Coalition  to  Sup- 
port Quality  Home  Medical  Equipment,  Supplies,  and  Services,  or 
the  Home  Care  Coalition.  Appearing  with  me  on  behalf  of  the  coali- 
tion is  Craig  Jeffries,  who  is  Executive  Director  of  the  Health  In- 
dustry Distributors  Association. 

The  Home  Care  Coalition's  primary  goal  is  to  focus  on  the  well- 
being  of  home  care  patients  by  advancing  the  concept  that  home 
care  is  a  vital  component  of  a  cost-effective  health  care  delivery 
system. 
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The  Home  Care  Coahtion  is  comprised  of  organizations  whose 
members  are  touched  by  home  care,  ranging  from  consumer  organi- 
zations, to  health  professionals,  to  provider  groups. 

The  coalition  was  formed  early  in  1991  in  response  to  the  need 
to  communicate  the  positive  aspect  of  home  medical  equipment, 
supplies  and  services. 

Home  care  companies  have  put  into  place  in  the  last  10  years  a 
level  of  performance  which  has  helped  beneficiaries  and  profes- 
sionals achieve  confidence  in  the  quahty  and  availability  of  home 
care. 

There  was  and  is  a  need  to  clearly  communicate  to  members  of 
Congress  and  health  policy  makers  that  cuts  in  the  Medicare  Part 
B  durable  medical  equipment  benefit  will  adversely  affect  Medicare 
beneficiaries  and  the  integrity  of  our  entire  health  delivery  system. 

We  submit  for  the  hearing  record  the  coalition's  written  testi- 
mony. My  oral  remarks  will  focus  more  specifically  on  opportunities 
to  improve  administration  of  the  Medicare  program. 

The  Home  Care  Coalition  supports  the  efforts  of  Congress,  the 
Health  Care  Financing  Administration,  the  Office  of  the  Inspector 
General,  and  the  General  Accounting  Office  to  identify  and  focus 
resources  to  combat  abusive  and  wasteful  practices  affecting  the 
home  medical  equipment  and  long-term  care  supplies  benefit. 
Often,  such  practices  result  from  imnecessary  complexities  of  the 
Medicare  program,  particularly  the  administration  of  the  home 
medical  equipment  benefit. 

Fortunately,  HCFA  is  implementing  a  number  of  reforms  rec- 
ommended by  Congress  which  will  directly  address  problems  that 
have  encouraged  questionable  practices  of  some  suppHers,  such  as 
carrier  forum  shopping. 

The  coalition  supports  the  even  stronger  supplier  number  re- 
forms included  in  Senator  Cohen's  legislation,  and  similar  provi- 
sions of  Senator  Sasser's  Medicare  Durable  Medical  Equipment  Pa- 
tient Protection  Act  of  1991. 

While  the  coalition  supports  the  need  to  eliminate  the  oppor- 
tunity for  abusive  and  wasteful  practices,  we  are  concerned  that 
new  Congressional  HCFA  and  OIG  proposals  be  carefixlly  targeted 
to  address  the  abuse  and  not  adversely  impact  the  ability  of  Medi- 
care beneficiaries  to  receive  timely  and  quality  home  medical 
equipment  services. 

The  existing  support  services  that  are  incorporated  into  the  Med- 
icare home  medical  equipment  services  benefit  are  absolutely  es- 
sential to  assure  the  timely  availabihty  of  quality  HME  services. 

These  support  services  range  from  timely  dehvery,  set  up,  and 
education  for  the  beneficiary  and  their  family  to  technical, 
logistical,  and  paper  work  support  for  the  hospital  discharge  plan- 
ner and  the  prescribing  physician,  to  the  supplier's  availability  in 
inventory  of  the  wide  variety  of  products  which  patients  need  in 
the  home. 

UOA  members  are  able  to  maintain  active  and  productive  lives, 
just  as  with  many  with  long-term  medical  needs.  Yet,  they  remain 
tied  to  the  health  care  system  to  obtain  the  critical  prosthetic  sup- 
plies and  essential  support  services. 

Clearly,  the  home  medical  equipment  services  benefit  is  a  valu- 
able ana  integral  component  of  the  Medicare  system  and  currently 
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meets  the  long-term  care  needs  of  many  beneficiaries,  including 
those  in  my  UOA  family. 

Mr.  Chairman,  I  want  to  highhght  the  coaUtion's  concern  with  a 
new  administrative  procedure  that  may  become  a  barrier  to  bene- 
ficiaries receiving  covered  home  care  services.  That  is,  physician 
completion  of  a  Certificate  of  Medical  Need. 

UOA  members  have  repeatedly  run  up  against  an  administrative 
nightmare  owing  to  the  fi'equency  with  which  their  supphes  must 
be  purchased.  For  example,  because  some  carriers  have  failed  to 
keep  adequate  medical  necessity  records,  repeated  denials  of  cledms 
occur  on  the  basis  of  lacking  proof  of  medical  need. 

The  beneficiary  must  continually  request  a  new  CMN  from  the 
physician.  Some  simply  give  up  on  trying  to  obtain  the  reimburse- 
ment to  which  they  are  entitled. 

The  physicians  with  whom  ostomy  patients  interact  the  most  is 
the  surgeon,  whose  professional  time  is  most  effectively  spent  in 
surgery.  We  do  not  expect  them  to  know  all  the  details  concerning 
the  equipment  itself:  the  brands,  the  sizes,  the  wear  time,  and  so 
on.  Moreover,  physicians  have  no  professional  or  financial  incentive 
to  accomplish  this  administrative  chore. 

Prior  to  the  OBRA.-90  provision,  the  supplier  would  take  admin- 
istrative responsibility  in  coordination  with  discharge  planners, 
home  health  agencies,  and  other  professionals  to  complete  the  in- 
formation on  the  CMN  and  forward  it  to  the  physician  who  verified 
the  information  and  attested  to  the  medical  need  for  those  items. 
This  was  a  much  more  efficient  and  predictable  division  of  respon- 
sibility. 

The  Home  Care  Coalition  recommends  that  the  administrative 
burden  for  filling  in  the  CMN  fall  on  the  physician  only  in  the  case 
of  abused  or  over-utihzed  items. 

That  is,  fine-tune  the  OBRA— 90  provision  to  achieve  administra- 
tive efficiency  while  effectively  targeting  abuse.  This  is  the  ap- 
proach in  Senator  Cohen's  bill. 

The  Home  Care  Coahtion  is  happy  to  work  with  the  committee 
and  its  staff"  in  further  developing  legislation  that  would  accom- 
plish these  objectives.  Thank  you. 

Senator  Rockefeller.  Thank  you,  Ms.  Aukett. 

[The  prepared  statement  of  Ms.  Aukett  appears  in  the  appendix.] 

Senator  Rockefeller.  Dr.  Parver. 

STATEMENT  OF  CORRINE  PARVER,  J.D.,  PRESIDENT  AND 
CHIEF  EXECUTIVE  OFFICER,  NATIONAL  ASSOCIATION  OF 
MEDICAL  EQUIPMENT  SUPPLIERS,  ALEXANDRIA,  VA 

Dr.  Parver.  Thank  you,  Mr.  Chairman.  With  me  is  Jim  Liken, 
who  is  a  member  of  NAMES'  Board  of  Directors  and  operates  faciH- 
ties  in  your  home  State.  I  thought  you  would  enjoy  meeting  him 
and  hearing  a  few  words  fi*om  him  today. 

As  you  know,  the  home  medical  equipment  (HME)  services  in- 
dustry which  is  just  2  percent  of  overall  Medicare  outlays — some  $2 
billion — plays  a  key  role  in  our  nation's  health  care  system. 

It  is  a  proven,  cost-effective  method  of  providing  needed  care  to 
Medicare  beneficiaries  in  their  homes  and  enhances  the  quahty  of 
life  for  recipients  such  as  Ms.  Aukett,  and  their  famihes. 
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But,  despite  the  critical  role  that  HME  plays  in  completing  an  in- 
dividuars  acute  care  episode  and  in  long-term  care,  HME  continues 
to  be  singled  out  for  significant  payment  reductions,  ostensibly  be- 
cause of  numerous  reports  of  fi-aud  and  abuse,  some  of  which  we 
heard  earlier  today. 

But  I  submit  to  you  that  to  address  the  problem  of  abusive  busi- 
ness practices,  the  proper  response  should  be  to  target  the  abusers. 
Reducing  HME  reimbursement  across  the  board  does  nothing  to 
punish  the  abusers  or  extricate  them  ft*om  the  Medicare  system. 
Moreover,  it  punishes  the  legitimate,  ethical  suppliers  for  the  sins 
of  the  few. 

For  this  reason,  I  urge  you  to  give  serious  consideration  to  the 
comprehensive  HME  ethics  legislation  that  NAMES  helped  de- 
velop: H.R.  2534  introduced  by  Representative  Ben  Cardin  in  the 
House,  which  currently  has  108  co-sponsors. 

Several  provisions  of  that  bill  have  been  incorporated  in  a  House 
Ways  and  Means  Committee  package  that  was  marked-up  on  April 
the  1st. 

Similar  legislation  is  pending  before  your  committee  in  the  form 
of  S.  1736,  Senator  Sasser's  bill,  and  also  S.  1988,  Senator  Cohen's 
legislation,  the  Quahty  in  Medical  Equipment  and  Supplies  Act  of 
1991;  in  both  of  those  bills  NAMES  worked  very  hard  to  ensure 
certain  provisions  were  put  into  the  legislation. 

We  recognize  the  advantage  of  tightening  requirements  for  ob- 
taining supplier  certification  through  a  stricter  provider  number 
application  process.  This  is  envisioned  in  S.  1988.  The  current  sys- 
tem under  which  such  numbers  are  issued  with  little  or  no  scrutiny 
of  business  practices  or  quality  of  care  absolutely  needs  revision. 

S.  1988  also  contains  a  provision  extremely  important  to  physi- 
cians and  suppliers  alike.  Current  Medicare  law  proliibits  suppliers 
ft-om  completing  any  part  of  the  claims  processing  document  called 
the  Certificate  of  Medical  Necessity  that  is  required  by  HCFA  to 
show  medical  necessity. 

S.  1988  and  H.R.  2534  both  contain  similar  provisions  which 
would  restrict  and  target  the  CMN  completion  prohibition  where 
the  need  truly  exists,  and  that  is  on  specific  items  which  HCFA  de- 
termines are  subject  to  abuse  or  over-utilization. 

That  is  the  kind  of  appropriate  policy  rationale  that  we  believe 
is  needed  to  reduce  waste  and  fi'aud  in  the  Medicare  program. 

Another  important  way  to  streamline  Medicare  administrative 
costs  is  to  enact  a  first-month  lump  sum  purchase  option  for  spe- 
cific items  of  HGME,  such  as  certain  wheelchairs  where  it  is  clear 
fi-om  the  outset,  either  through  a  physician's  diagnosis  or  other  ob- 
jective standards,  that  a  patient's  need  is  permanent  or  long-term, 
the  Medicare  beneficiary  should  be  entitled  to  purchase  equipment 
right  from  the  start. 

The  present  system  incurs  needless  administrative  burdens  on 
Medicare  carriers  through  processing  monthly  rental  claims. 
NAMES  urges  you  to  amend  S.  1988  to  allow  for  such  a  purchase 
option. 

As  an  aside,  I  respectfully  suggest  that  any  discussion  about 
Medicare  waste  should  not  focus  solely  on  provider  abuse.  Medicare 
cannot  operate  efficiently  without  private  contractors,  such  as  car- 
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riers.  When  a  carrier  commits  fraud  or  abuse,  harm  to  the  program 
also  can  be  substantial. 

On  April  the  17th  of  this  year,  the  Department  of  Justice  an- 
nounced its  intervention  in  a  law  suit  against  a  carrier,  Florida 
Blue  Cross/Blue  Shield,  alleging  violations  of  the  False  Claims  Act 
from  1986  to  the  present,  stemming  from  a  scheme  to  defraud  Med- 
icare. 

The  law  suit  contends  that  claims  were  mishandled  and  not  proc- 
essed as  required  by  Medicare  regulations — ^and  I  am  talking  about 
claims  for  home  medical  equipment. 

If  Medicare  does  not  have  reliable  data  from  its  own  contractors, 
how  can  it  possibly  go  after  alleged  suppher  abuses  in  an  appro- 
priate and  targeted  fasliion? 

We  do  not  even  know  what  data  HCFA  maintains  separate  from 
these  contractors  in  order  to  know  whether  the  information  that 
contractors  are  maintaining  is  accurate. 

Carriers  are  paid  milhons  of  dollars  to  process  claims  accurately 
and  timely.  The  criminal  investigation  in  this  law  suit  has  been 
going  on  for  two  and  a  half  years,  yet  HCFA  continues  to  renew 
this  particular  carrier's  Medicare  contract. 

And  this  carrier  has  been  awarded  new  Federal  Grovemment  con- 
tract responsibilities  throughout  this  time  period.  Issues  of  this  sort 
have  to  become  part  of  the  focus  on  health  care  abuse. 

I  would  now  like  Jim  Liken  to  say  a  few  words. 

[The  prepared  statement  of  Dr.  Parver  appears  in  the  appendix.] 

STATEMENT  OF  JIM  LIKEN,  PRESIDENT,  LIKEN  MEDICARE 
CENTER,  PITTSBURGH,  PA 

Mr.  Liken.  Senator,  I  am  a  service  provider  of  home  oxygen  and 
home  medical  equipment  in  Western  Pennsylvania  and  Northern 
West  Virginia.  Aiid  I  would  like  to  just  take  a  minute  to  describe 
to  you  what  my  operation  is  Kke  and  what  it  looks  hke  in  Wheel- 
ing, WV. 

We  have  a  store  front  in  the  Omgrove  Crossing  Mall.  And  in  that 
you  would  find  hospital  equipment,  wheelchairs,  and  bath  safety 
aids  on  display  for  people  to  look  at  and  understand. 

In  the  back  you  would  find  a  warehouse,  and  behind  that  we 
have  four  dehvery  trucks  where  we  deUver  equipment  into  10  coun- 
ties in  West  Virginia. 

The  employees  are  local.  They  are  members  of  the  community. 
The  health  care  professionals  and  physicians  respect  us  as  part  of 
the  health  care  team. 

When  we  get  a  physician's  order  for  equipment,  my  customer 
service  people  instantly  call  the  physician  or  their  office  to  make 
sure  that  we  know  what  they  want  to  do  with  that  patient  and 
their  equipment.  We  are  an  integral  part  of  the  community. 

I  know  a  lot  of  people  in  the  area,  and  very  many  parts  of  the 
area  are  now  being  served  by  just  one  equipment  provider  because 
of  some  of  the  cost  reductions  over  the  years. 

I  say  tliis  because  when  I  hear  of  mail  order  type  supply  houses 
and  telemarketers,  I  get  incensed.  It  just  does  not  make  sense.  I 
do  not  consider  them  a  home  medical  equipment  provider,  and  1 
want  them  out  of  the  business.  I  personally  will  pledge  my  support 
to  do  anything  that  I  can  to  accomphsh  that. 
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I  am  also  here  if  you  want  to  ask  some  questions  about  specifics 
with  patients  or  equipment.  I  guess  I  am  the  reahty  check  from 
Wheeling,  WV. 

Senator  Rockefeller.  All  right.  Thank  you  all.  Whoever  wants 
to  answer  this  can  do  so.  Your  organizations  have  been  instrumen- 
tal in  establishing  criteria  for  suppliers  to  qualify  for  a  Medicare 
provider  nimiber.  These  standards  will  certainly  allow  beneficiaries 
and  professionals  to  be  more  confident  about  the  quality  of  home 
care  services.  Do  you  have  any  idea  as  to  what  percentage  of  pro- 
viders meet  these  standards? 

Dr.  Parver.  There  are  several  companies  who  have  imdergone 
accreditation  already.  There  are  two  accrediting  organizations  who, 
to  date,  have  accredited  over  700  supphers.  We  have  over  2,000 
suppliers  in  our  organization. 

So,  in  order  to  meet  the  criteria  for  accreditation,  because  there 
is  no  certification  yet,  or  licensing  in  the  industry,  the  only  meas- 
urement tool  we  have  is  accreditation.  The  Joint  Commission  on 
Accreditation  of  Health  Care  Organizations,  for  example,  has  very 
strict  home  care  standards  that  check  the  quality  of  care,  services, 
and  equipment  that  is  provided  to  the  patients  that  are  serviced  by 
the  home  care  suppliers.  I  know  Jim  Liken's  company  is  accredited. 

Mr.  Liken.  There  are  four  home  medical  equipment  providers  in 
Wheeling,  WV,  and  all  four  of  them  are  JCAHO  aca  edited. 

Senator  Rockefeller.  All  right.  Mr.  Toby,  in  his  testimony,  is 
recommending  specifically  that  we  expand  the  prohibition  of  suppli- 
ers completing  CMNs  to  include  prosthetics,  orthotics,  and  medical 
suppliers.  Since  you  oppose  many  of  the  current  CMN  prohibitions, 
I  am  interested  to  know  and  do  suspect  that  you  oppose  this  rec- 
ommendation as  well.  Could  you  tell  me  if  you  do,  why?  Any  of  you. 

Dr.  Parver.  The  National  Association  of  Medical  Equipment 
Supphers  beheves  that  the  way  to  control  abuse  is  to  target  the 
abusers. 

Senator  ROCKEFELLER.  And  what  do  you  mean  by  that? 

Dr.  Parver.  The  items  of  equipment  that  have  been  known  and 
documented  to  be  over-utilized  are  characterized  already  in  a  list 
by  the  Health  Care  Financing  Administration. 

For  those  specific  items  we  strongly  believe  that  physicians 
should  complete  the  entire  form — equipment  such  as  seat  lift  chairs 
where  HCFA  and  the  carriers  have  tracked  over-utilization. 

But,  for  ordinary  pieces  of  equipment  such  as  canes  and  walkers, 
it  does  not  make  sense  from  an  administrative  burden  and  cost 
point  of  view  to  have  the  physician  complete  the  Certificate  of  Med- 
ical Necessity.  The  physician  always  should  sign  the  form,  but  the 
suppliers  should  help  in  providing  the  accurate  information. 

In  other  cases,  such  as,  for  example,  customized  wheelchair 
equipment  where  the  seat  and  the  back  have  to  be  molded  specifi- 
cally to  meet  a  person's  deformities,  truly — and  I  am  not  saying 
tliis  in  a  disparaging  way — the  physician  who  takes  care  of  the  pa- 
tient does  not  really  know  or  understand  seating  systems  the  way 
the  Rehab  Technology  Supplier  understands  them.  They  cannot  be 
expected  to  know  all  parts  of  the  Medicare  program  in  such  detail. 

Those  kinds  of  Certificates  of  Medical  Necessity  should  be  com- 
pleted by  the  supplier,  but  then,  of  course,  submitted  to  the  physi- 
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cian  for  review  and  for  signature.  There  must  be  that  control  by 
the  physician  who  orders  the  equipment. 

Senator  Rockefeller.  But  do  you  not  see  the  credibihty  problem 
there?  I  mean,  I  can  understand  what  you  are  saying.  But,  in  fact,  j 
is  it  not  just  odd— and  I  am  trying  to  think  of  other  things  where  | 
this  happens  where  the  people  who  actually  make  the  products  and 
sell  the  products  write  out  the  prescription  for  those  products.  And 
then  the  physician  or  some  comparable  person  is  asked  to  sign 
that. 

Obviously,  some  of  these  physicians  would  be  under  peer  pres- 
sure in  the  sense  that  they  might  not  have  seen  this  person  in  sev-  i 
eral  months  and  they  figure,  well,  something  had  come  up  and  they  I 
just  did  not  know  about  it,  or  whatever.  But  it  is  not  sort  of  philo-  | 
sophically  odd  to  have  the  folks  who  produce  and  market  to  actu-  i 
ally  write  the  prescription?  j 

Dr.  Parver.  Well,  the  physician  originates  the  order  always,  ver- 
bally, when  the  patient  is  in  the  hospital.  For  example,  with  oxy- 
gen, a  physician  may  order  the  oxygen  equipment  to  help  the  pa- 
tient return  to  the  home  and  then  stay  in  the  home.  So,  it  always 
originates  with  the  physician. 

Mr.  Jeffries.  And  I  think  it  is  important  to  understand  the  ter- 
minology differences.  A  physician  prescribing  just  takes  a  very 
short  action  by  the  physician.  He  determines  that  there  is  medical  i, 
need  and  he  says,  I  want  to  have  the  appropriate  equipment.  The 
Certificate  of  Medical  Necessity  is  a  fonn  with  over  20  questions 
in  it.  I 

So,  what  we  are  talking  about  here  is  not  the  decision  whether  | 
or  not  a  patient  has  medical  need  for  the  product,  it  is  putting  the  | 
package  of  information  related  to  the  duration  of  need,  the  type  of  i 
product,  and  all  those  sort  of  things  into  a  form  that  HCFA  wants  j 
to  review,  and  appropriately  should  review.  i 

And  I  think  there  is  a  balance  between  who  are  the  appropriate  ! 
players  that  have  the  expertise  to  add  that  information,  and  then  j 
who  has  the  appropriate  expertise  to  review  that  information?  The  I 
physician  is  always  controlhng  the  final  document  by  signing  it  and  | 
verifying  information.  I 

It  is  just  a  question  of  who  he  can  rely  on  to  put  the  information  j 
into  it  in  a  format  beyond  his  prescription  decision  for  medical  ne- 
cessity that  HCFA  wants  to  review  for  not  only  medical  necessity,  | 
but  all  the  other  coverage  criteria.  j 

Mr.  Liken.  Senator,  may  I  comment  on  that?  : 

Senator  Rockefeller.  In  a  minute.  The  whole  question  of  wheel-  ' 
chairs  and  sort  of  the  unbundling  of  the  various  parts  of  wheel-  1 
chairs  and  they  were  sold.  Somewhere  I  was  reading  this,  perhaps  | 
in  my  preparation  for  this,  that  they  are  broken  down  into  many  j 
different  parts  and  they  are  sort  of  unbundled,  so  to  speak,  and  i 
then  billed  differently  and  the  costs  arise.  I 

Now,  the  whole  context  of  this  is,  and  nobody  seems  to  deny  it, 
and  you  all  do  not  because  you  say  that  it  is  going  on  within  your 
own  profession,  what  you  want  us  to  do  is  for  us  to  target  who  ' 
those  people  are,  that  bilhons  of  dollars  are  at  stake  here.  The  j 
economy  is  running  out  of  steam,  the  American  people  have  run  j 
out  of  patience. 
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And  those  of  us  in  government  who  are  looked  to  try  to  maintain 
rectitude  and  all  of  the  rest  of  it  in  terms  of  how  government 
money  is  spent,  I  mean,  that  is  our  job.  That  is  not  your  job,  that 
is  our  job.  We  have  to  oversee  it.  We  have  done  very  little  in  this 
committee,  and  that  is  the  subject  for  another  meeting  with  other 
people. 

But  evidently  a  number  of  the  folks  in  your  business,  the  ones 
who  you  want  to  target,  have  really  made  a  kilhng  on  tliis  and 
have  ratcheted  up  the  prices  enormously. 

This  is  not  just  today,  this  is  something  we  have  heard  in  the 
past.  I  have  met  individually  with  DME  people  in  West  Virginia  on 
occasion  and  we  have  talked  about  this  kind  of  thing. 

When  you  say,  do  not  change  the  system,  do  not  have  HCFA  or 
the  physicians  fill  these  things  out,  let  us  do  it,  but  go  ahead  and 
target  the  people  who  are  doing  this  wrongly,  how  is  it  that  you 
expect  us  to  target  those  people?  What  are  you  all  doing  about 
that? 

Mr.  Jeffries.  Senator  Rockefeller,  a  lot  of  the  answers  to  that 
question  are  contained  in  the  package  of  recommendations  that,  for 
example,  Janet  Shikles  fi*om  GAO  commended,  that  HCFA  is  pro- 
ceeding on:  the  improvements  on  the  supplier  number  so  that  an 
individual  company  has  one  supplier  numoer,  the  consolidation  of 
carriers  so  that  a  carrier,  instead  of  5  percent  of  their  processing 
will  be  DME,  100  percent  will  be  DME.  They  will  have  greater  ex- 
pertise to  manage  that  area  of  their  operations. 

These  are  reforms  that  go  hand  in  hand  with  all  of  the  other 
tilings  that  we  are  trying  to  do  to  improve  the  integrity  of  the  proc- 
essing for  the  home  medical  equipment  benefit. 

So,  the  OBRA-90  provision  and  the  CMN  has  to  be  seen  with  the 
other  recommended  changes  that  are  actually  going  into  place  that 
are  addressing  components  of  the  problems  that  this  is  only  one 
piece  of. 

Dr.  Parver.  In  addition,  NAMES  has  created  a  Code  of  Ethics 
for  the  industry,  a  Guide  for  Conduct,  a  Statement  of  Patient 
Rights  and  Responsibilities. 

We  have  produced  several  consumer  education  brochures  so  that 
the  consumers  should  know  what  to  look  for  if  someone 
telemarkets  in  a  certain  way,  so  that  they  should  be  careful  to 
check  and  see  whether  a  supplier  is  accredited,  for  example,  which 
would  be  one  way  they  can  assure  a  certain  level  of  quality. 

So,  the  industry  is  doing  its  share  of  trying  to  control  fraud  and 
abuse.  But  what  we  need  is  for  you  to  help  us  out  by  controlling 
who  can  become  a  provider. 

At  this  point,  there  is  no  control.  Anyone  who  applies  for  a  Medi- 
care Part  B  provider  number  can  get  one,  pretty  much.  So,  we  are 
asking  for  stricter  controls  on  that.  That  needs  legislation.  We  are 
asking  for  reducing  the  number  of  carriers. 

Although  it  was  within  the  discretion  of  HHS  and  HCFA  to  re- 
duce down  fi*om  34  carriers  to  however  few  they  wanted — that  au- 
thority was  granted  in  the  1987  OBRA  when  the  Six-Point  Plan  for 

Eaying  for  DME  was  enacted — they  never  acted  to  reduce  the  num- 
er  of  carriers,  and  it  was  really  the  Medicare  program  that  al- 
lowed this  carrier  shopping  process  to  occur. 


50 


NAMES,  in  1987  when  OBRA  was  being  discussed,  came  to  Con-  i 

gress  and  asked  for  a  restriction  in  the  number  of  carriers.  At  that  j 

point,  we  requested  10  carriers;  one  for  each  HCFA  region.  | 

Congress  gave  HCFA  the  authority,  but  did  not  require  it.  As  a  i 

result,  you  had  all  of  these  years  from  1987  to  the  present  time  of  | 

this  practice  of  carrier  shopping  where  you  could  snop  around  for  i 

the  highest  price.  When  we  went  forward  to  Representative  Ben  ' 

Cardin  in  the  House  and  asked  him  to  put  this  in  his  legislation  | 
to  restrict  the  nimaber  of  carriers,  he  agreed. 

And  it  was  not  until  then  that  you  had  the  response  from  HHS  ' 
and  HCFA  in  saying,  all  right,  we  think  that  is  a  good  idea,  once 
their  feet  were  put  to  the  fire,  so  to  speak,  and  came  forward  with 
this  proposed  rule  to  restrict  the  ntmiber  of  carriers  to  four.  Well, 
it  is  a  day  late  and  a  dollar  short. 

Multi-millions  of  dollars  for  seat  lift  chairs  alone  were  paid  | 

through  one  carrier  in  Ohio,  with  no  one  looking  forward  through  ' 

the  claims  to  see  whether  or  not  it  passed  the  "Snell"  test.  I 

So,  what  I  am  saying  to  you  is  we  need  your  help.  We  have  done  | 

certain  things.  We  need  your  help  to  pass  the  legislation.  ' 
Senator  Rockefeller.  You  were  going  to  say  something,  Mr. 


Mr.  Liken.  I  wanted  to  refer  back  to  the  complexity  of  the  physi-  I 
cian's  prescription  and  the  documentation  necessary.  I  brought  a 
case  with  me  that  is  a  low  air  loss  therapy  bed  that  we  delivered 
on  November  7,  1991. 

And  that  is  the  type  of  product  we  need  a  prescription  prior  to 
delivery,  so  the  physician  wrote  that  prescription.  We  followed  it  up 
to  get  the  formal  Certificate  of  Medical  Necessity. 

We  also  need  additional  documentation  to  prove  that  that  indi-  j 
vidual  had  Stage  IV  decubitus,  which  is  an  open  bedsore,  so  that 
they  can  leave  the  hospital  and  go  into  the  home.  ! 

We  dehvered  the  equipment.  On  February  1st  we  got  a  letter  1 
from  the  carrier  that  asked  us  for  additional  documentation.  We  I 
went  out  and  got  44  pages  of  additional  documentation  from  the  | 
physician  and  the  home  health  agency  that  happened  to  be  in  on 
the  case.  j 
We  got  a  letter  in  March  that  say  they  are  now  processing  the  i 
claim.  We  got  a  letter  April  30th  denying  it  because  they  wondered  ' 
whether  the  physician  was  actually  supervising  the  case. 

Forty-five  pages  of  documentation.  How  much  do  we  need?  How  j 
much  does  that  doctor  have  to  deal  with?  How  much  does  the  sup-  | 
plier  have  to  deal  with?  This  is  the  type  of  thing  we  have  to  make 
sense  out  of  for  all  of  us. 

And  just  a  couple  of  facts  on  how  it  affects  me  as  a  businessman. 
Forty-seven  percent  of  my  insurance  billings  are  Medicare,  and  63  i 
percent  of  my  insurance  accoimts  receivable  are  Medicare.  ! 

Seventy-nine  percent  of  receivables  I  have  over  90  days  are  in-  j 
volved  with  oxygen  or  low  air  loss  therapy  where  the  carrier  is  de-  j 
manding  additional,  and  additional,  and  additional  information,  ad 
infinitum,  that  just  slows  down  my  collection  processes  enormously. 
And  it  becomes  a  cash  crunch  for  a  small  businessman. 

Mr.  Jeffries.  Another  important  factor.  Senator  Rockefeller, 
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home  care  services.  And  those  are  largely  after  the  discharge  from 
a  hospital. 

So,  right  now,  what  is  happening,  and  the  case  Mr.  Liken  de- 
scribed is  a  little  bit  different,  but  in  most  cases  the  patient  is  dis- 
charged to  go  home  and  is  receiving  services  in  the  home,  while  all 
the  paper  work  tries  to  catch  up  with  them.  So,  the  supplier  is  at 
risk  for  the  physician  properly  filling  out  this  20  or  25  question 
fonn  for  approval  by  Medicare. 

And,  in  fairness  to  any  business,  if  you  are  going  to  take  the  re- 
sponsibility away  for  that  payment,  that  accounts  receivable,  by 
giving  it  to  the  physician,  the  logical  policy  conclusion  would  be,  all 
right,  you  keep  the  patient  in  the  hospital  imtil  the  paper  work  is 
ready  to  discharge  the  patient  home  with  assuredness  of  payment. 

And,  clearly,  that  is  not  going  to  save  us  money  on  the  much 
higher  expenses  in  the  hospital.  So,  there  is  a  lot  of  balancing 
there. 

Senator  Rockefeller.  Let  me  ask  two  final  questions  for  the 
record  to  whoever  wants  to  answer  this.  Mr.  Toby  is  recommending 
that  we  allow  purchase  rather  than  rental  of  nebulizers  and  aspira- 
tors. Do  you  favor  the  recommendation?  Can  you  explain  to  me  the 
advantages  and  disadvantages  of  rental  for  any  home  medical 
equipment? 

Mr.  Liken.  I  would  like  to  answer  that  on  two  levels.  The  first 
one  is  what  is  commonly  called  a  pulnioaide,  a  nebulizer.  Our  com- 
pany protocol  right  now  has  a  respiratory  therapist  delivering  that 
piece  of  equipment.  That  piece  of  equipment  delivers  medications 
prescribed  by  a  physician  into  a  patient's  lungs. 

Our  therapist  sits  down  with  the  patient  and  instructs  them  in 
the  use  and  makes  sure  that  they  understand  their  treatment  and 
they  can  go  from  there.  The  therapist  does  a  follow-up  every  month 
with  that  patient,  and  if  they  need  additional  training,  we  give  it 
to  them.  So,  that  is  the  protocol  as  it  is. 

If  the  nebulizer  goes  for  purchase,  the  protocol  will  change  to  the 
fact  that  you  just  hand  the  patient  the  machine  and  they  will  buy 
it.  Either  way  could  be  all  right. 

There  is  also  a  third  category  that  it  could  go  into,  which  is  the 
capped  rental  category,  which  no  one  seems  to  talk  about.  But 
there  are  three  different  ways  of  handhng  that.  Three  different 
service  levels  would  accompany  that. 

The  second  item  is  the  wheelchair,  should  it  be  purchased  or  not? 
My  average  patient  that  I  have  is  probably  85  years  old.  They  are 
going  home  to  die.  They  are  going  to  have  that  wheelchair  5,  6,  7 
months,  on  average.  Tliat  is  about  what  it  is. 

So,  the  program  gets  a  very,  very  good  deal  out  of  renting  that 
equipment.  Some  of  those  patients  rent  it  for  a  month,  some  rent 
it  for  24  or  30  months;  it  depends  on  how  long  they  are  going  to 
live. 

There  is  a  different  kind  of  patient,  the  patient  that  is  a  Medi- 
care patient  that  needs  a  wheelchair  for  the  rest  of  their  lives,  but 
they  are  going  to  live  for  5,  10,  or  20  years. 

I  have  an  example  that  I  brought  vdth  me:  A  fellow  who  is  a  par- 
aplegic. He  is  32  years  old  and  on  Medicare,  and  he  will  live  an- 
other 35,  40  years.  He  got  denied  for  Medicare,  Medicare  will  not 
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buy  him  a  wheelchair.  He  got  a  letter  from  them  that  said  they  will 
rent  it  only. 

This  is  a  clear-cut  case  of  someone  who  should  be  purchasing  a 
wheelchedr.  So,  there  are  diflFerent  facts,  and  we  have  to  accommo- 
date those  different  things. 

Senator  Rockefeller.  All  right.  That  is  fair  enough.  Thank  you 
for  your  patience  in  waiting  as  long  as  you  did,  and  for  the  helpftd- 
ness  of  your  responses. 

[Whereupon,  the  hearing  was  concluded  at  5:27  p.m.] 
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Prepared  Statement  of  Sharon  K.  Allen 

Mr.  Chairman  and  members  of  the  subcommittee,  I  am  Sharon  Allen,  Executive 
Vice  President  of  Government  Program  Services  for  Arkansas  Blue  Cross  and  Blue 
Shield.  I  appreciate  this  opporttmity  to  discuss  our  role  as  a  Medicare  intermediary 
and  carrier. 

As  ^ou  requested,  my  statement  focuses  on  our  activities  to  safeguard  Medicare 
from  inappropriate  or  imnecessary  pajmaent  for  services.  I  will  also  discuss  our  ef- 
forts to  prevent  Medicare  fraud  and  abuse.  Finally,  I  want  to  share  with  you  our 
continuing  concern  about  the  lack  of  sufficient  fimding  for  these  important  oper- 
ations. 

From  the  start,  the  federal  government  turned  to  us  and  other  Blue  Cross  and 
Blue  Shield  Plans  to  help  manage  Medicare  benefit  payments.  Arkansas  Blue  Cross 
and  Blue  Shield  has  been  part  of  the  administration  of  Medicare  since  the  program's 
inception  in  1966.  In  the  state  of  Louisiana,  we  have  been  processing  Medicare  Part 
B  claims  since  1984.  For  29  other  Medicare  contractors,  we  also  provide  claims  sys- 
tems support  services  through  cooperative  agreements.  Last  year,  we  processed 
nearly  13.5  million  claims  for  almost  900,000  Medicare  beneficiaries  and  we  saved 
the  federal  government  $98  million  by  preventing  inappropriate  payments. 

In  recent  years,  this  partnership  with  the  federal  government  has  been  strained. 
The  benefits  provided  by  Medicare  have  increased  edong  with  the  volume  of  claims 
and  the  complexities  of  the  program  have  increased  enormoxisly  while  the  willing- 
ness of  the  federal  government  to  provide  the  resources  needed  to  manage  the  pro- 
gram has  been  constricted. 

As  a  result,  the  role  of  contractors  has  become  more  of  a  biU  paying  activity  and 
less  emphasis  has  been  placed  on  the  management  of  Medicare  benefits.  Cle£u*ly, 
this  imbalance  needs  to  be  addressed  if  we  are  to  ensure  that  Medicare  dollars  are 
spent  properly.  We  could  be  doing  much  more  to  manege  the  program  more  effec- 
tively and  to  detect  and  reduce  fi-aud  and  abuse  if  the  rederal  government  commit- 
ted the  necessary  fimds  to  those  activities. 

We  know  first  hand  of  the  worth  of  program  safeguards  activities  from  our  private 
business  experience.  In  our  business,  we  are  aggressive  innovators  in  managed  care, 
medical  review,  and  customer  cost  containment  activities.  We  also  recognize  the  im- 
portance of  Medicare's  efforts  to  prevent  inappropriate  or  improper  payments  for 
health  care  services  and  that  these  efforts  help  directly  to  control  our  national 
health  care  bill. 

Despite  the  current  funding  problems,  we  believe  that  the  partnership  between 
Medicare  and  its  network  of  contractors  has  served  the  program  well  over  the  last 
two  decades.  Through  this  network.  Medicare  has  been  able  to  maintain  an  enviable 
record  of  administrative  efficiency,  particularly  considering  the  program's  size  and 
complexity.  (Jenerally  speaking,  our  administrative  expense  is  under  2  percent  of 
benefit  payout.  And,  by  preventing  improper  or  inappropriate  payments,  contractors 
provide  over  $4  billion  in  savings  to  Medicare  each  year,  more  than  the  cost  of  Medi- 
care's entire  administrative  budget.  Now,  let  me  disciiss  our  payment  safeguard  op- 
erations more  directly. 

Medicare  contractors  have  three  basic  payment  safeguard  responsibilities.  First, 
clauns  are  reviewed  to  determine  if  the  services  provided  were  medically  necessary 
and  appropriate.  Second,  there  is  the  audit  program  which  involves  reviewing  the 
financial  records  of  hospit€ils  and  other  health  facilities  to  prevent  wrongful  billing 
and  to  ensure  the  proper  allocation  of  costs.  And  third,  collections  are  made  fi*om 
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employer  group  health  plans  when  they  are  determined  to  have  the  primary  pay- 
ment responsibOity  for  health  claims  and  Medicare  is  the  secondary  payer. 

These  operations  have  consistently  achieved  impressive  savings  for  the  federal 
budget  and  the  American  taxpayer.  In  fact,  few,  if  any,  government  expenditures 
produce  such  hard,  documented  savings  each  year  as  are  generated  by  Medicare's 
payment  safeguard  activities. 

For  FY  1989,  when  the  payment  safeguards  budget  of  $358  million  was  the  high- 
est ever  appropriated,  the  Health  Care  Financing  Administration  (HCFA)  reported 
that  with  a  payment  safeguards  budget  of  $358  million,  Medicare  contractors 
achieved  $3.96  billion  in  benefit  savings,  a  return  of  over  11  to  1. 

Four  years  later,  with  funding  below  the  FY  1989  level  payment  safeguard  re- 
turns for  FY  1992  are  still  projected  to  be  approximately  $4  billion  while  total  ex- 
penditure on  Medicare  have  increased  by  over  60  percent  during  the  same  period. 
Without  a  doubt,  fimding  is  the  sin^e  most  frustrating  issue  with  which  we  deal, 
but  it  is  not  just  the  amoimt  of  funds  available.  We  are  also  concerned  about  the 
timing  of  funds  released  to  contractors  and  the  tight  restrictions  placed  on  their  use. 
We  are  pleased  the  Administration's  FY  1993  budget  recommends  a  significant  in- 
crease in  payment  safeguards  activities,  but  the  tight  budgetary  constraints  facing 
the  Congress  this  year  make  this  increase  anything  but  certain. 

But  the  savings  themselves  are  only  part  of  the  picture.  Ultimately,  the  goal  of 
the  payment  safeguards  structiire  is  to  asstire  that  Medicare  funds  are  spent  as  in- 
tended by  Coi^ess  for  mediceilly  necessary  and  appropriate  care  and  only  when  the 
trust  funds  have  an  obligation  to  pay.  Moreover,  these  operations  have  an  essential 
"sentinel  effect"  by  sendmg  a  strong  signal  that  Medicare  is  serious  about  being  a 
prudent  and  vigilant  payer  for  health  care  services.  Next,  I  would  like  to  briefly  de- 
scribe how  these  payment  safeguard  operations  work. 

MEDICAL  REVIEW 

Medical  review  activities  assure  that  the  services  provided  to  Medicare  bene- 
ficiaries are  medically  necessary,  appropriate  and  covered  by  the  program. 

To  perform  these  operations,  prepayment  review  of  claims  is  conducted  based  on 
national  and  local  "screens"  to  flag  services  that  may  not  be  medically  necessary. 

For  example,  more  them  one  physician  visit  per  month  to  a  patient  in  a  skilled 
nursing  facility  would  not  be  considered  mediccdly  necessary  absent  documentation 
explaining  the  condition  or  symptoms  warranting  the  additional  visits. 

Fostpayment  audits  of  claims  are  also  performed  to  identify  patterns  of  potential 
over-utilization,  fraud,  or  abuse  when  compared  with  peer  group  norms.  In  addition, 
staff  in  this  area  educate  providers  on  issues  of  coverage,  bilhng  practices  and  ex- 
pected patterns  of  care.  We  beUeve  that  our  provider  education  efforts  are  particu- 
larly important  and  help  prevent  inappropriate  biUing. 

Many  contractors'  medical  review  operations  are  conducted  by  a  team  of  reviewers 
including  Ucensed  practiced  niirses  and  registered  nurses  who  conduct  most  of  the 
"hands  on"  review  effort.  We  also  have  a  Medicare  medical  director,  a  practicing 
physician  who  is  responsible  for  recommending  and  approving  new  medical  review 
policies  and  acting  as  a  liaison  with  the  provider  community. 

In  difficult  cases  where  medical  necessity  or  appropriateness  are  at  issue,  the 
medical  director  also  serves  as  the  ultimate  arbitrator  of  payment  decisions. 

HCFA  expects  that  these  medical  review  activities  will  save  Medicare  $1.1  bilHon 
in  fiscal  year  1993.  Even  more  important  than  the  reported  savings  however,  is  the 
deterrent  effect  that  a  vigoroiis  medical  review  operation  has  by  making  it  known 
that  Medicare  payments  will  be  made  only  for  medically  necessary  services. 

AUDIT 

The  Medicare  audit  function  represents  the  final  opportunity  for  Medicare's  fiscal 
intermediaries  to  review  progremi  expenditures  for  hospitals,  skilled  nursing  facili- 
ties (SNF),  and  home  health  agencies  (HHA). 

The  audit  function  involves  scrutinizing  a  health  care  facility's  "final  billing"  for 
services  to  ensure  that  only  legitimate  costs  are  paid  and  that  Medicare  is  protected 
from  costs  which  are  unreasonable,  unnecessary  or  illegal. 

Even  after  the  introduction  of  the  prospective  pa3rment  system  (PPS),  there  are 
still  significant  areas  where  Medicare  pajrment  is  based  on  actual  costs.  Further,  the 
audit  of  provider  cost  reports  is  the  primeoy  means  to  maintain  the  integrity  of 
Medicare  Part  A  program  payments  and  the  fotmdation  for  sound  policy  decisions 
on  needed  payment  adjustments.  Last  year,  we  as  the  Arkansas  Medicare  contrac- 
tor, saved  the  program  over  $15.5  million  through  these  activities. 

Many  of  these  responsibilities  closely  resemble  those  of  the  Internal  Revenue 
Service  and,  like  the  IRS,  involve  many  of  the  same  skills  and  training  for  the  audi- 
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tors.  The  audits  are  directed  at  those  areas  in  the  cost  report  which  have  been  de- 
termined to  be  the  most  likely  to  be  misstated  and  thus  result  in  saving  to  the  pro- 
gram. 

Starting  this  year,  audits  have  almost  entirely  been  limited  to  those  necessaiy  to 
blend  capital  costs  into  the  prospective  pajntnent  system.  This  activity  has  come  at 
the  ejtpense  of  virtually  all  other  audit  activity  which  is  focused  on  preventing 
wrongml  billing.  There  will  be  very  little^  if  any^  Medicare  costs  recovered  through 
the  audits  of  capital  expenses,  and  Medicare  will  forego  the  savings  from  normal 
audit  activity. 

As  a  resxilt,  at  least  75  percent  fewer  hospitals  wiU  be  audited  this  year  compared 
with  1991  for  bills  submitted  to  Medicare.  In  fact,  the  losses  to  the  Medicare  trust 
funds  may  be  exacerbated  by  the  reduction  of  the  "sentinel  effect"  of  normal  audit 
activity. 

MEDICARE  SECONDARY  PAYER 

The  third,  and  final,  payment  safeguard  is  the  Medicare  Secondary  Payer  (MSP) 
program.  The  purpose  of  this  program  is  to  ensure  that  Medicare  payments  are  not 
made  for  services  provided  to  beneficiaries  who  have  other  coverage  that  is  primary 
to  Medicare.  We  view  the  MSP  program  as  a  coordination  of  benefits  activity  which 
saves  the  Medicare  progremi  money  by  identilying  the  primary  payer  of  health  bene- 
fits. 

Among  the  other  payers  whose  coverage  may  be  primary  to  Medicare  are  em- 
ployer group  health  plans  covering  the  working  aged  and  spouses,  disabled  and 
ESRD  patients  as  well  as  auto,  liability,  workers  compensation,  and  no  fault  instir- 
ance  programs.  The  MSP  programs  is  extremely  cost  efficient,  realizing  savings  of 
approximately  $35  for  every  dollar  invested  and  accounting  for  over  $2  billion  in  di- 
rect savings  annually  to  the  trust  fimds.  Changes  in  the  MSP  program  were  enacted 
by  Congress  in  the  Omnibus  Budget  Reconciliation  Acts  of  1989  and  1990. 

A  data  match  has  been  established  to  identify  Medicare  beneficiaries  or  their 
spouses  who  have  health  coverage  through  an  employer  group  health  plan  based  on 
information  obtained  from  Internal  Revenue  Service  (IRS)  and  Social  Security  Ad- 
ministration (SSA)  records.  In  April,  HCFA  begeui  to  distribute  lists  to  Medicare 
contractors  of  pajnments  which  should  have  been  made  by  the  employer  plan  instead 
of  Medicare.  Medicare  contractors  wiU  be  responsible  for  recovering  any  erroneous 
payments  and  modifying  their  claims  processing  systems  to  prevent  Medicare  from 
paying  future  claims  that  should  be  paid  by  others. 

We  siipport  these  program  improvements,  but  we  also  agree  with  recent  reports 
by  the  GAO  that  the  immediate  effect  of  the  data  match  will  be  a  large  increase 
in  backlogged  MSP  cases  that  will  be  very  difficult  to,  resolve  without  an  equally 
significant  increase  in  administrative  effort  and  fimding. 

The  recovery  project  for  these  claims  will  be  very  labor  intensive.  While  signifi- 
cant returns  are  anticipated,  we  are  concerned  that  the  level  of  funding  may  not 
be  sufficient. 

PREVENTING  FRAUD  AND  ABUSE 

Medicare  contractors  have  inmortant  responsibilities  in  detecting  and  preventing 
fraud  and  ab\ise.  Beneficiaries  frequently  bring  cases  to  our  attention  by  informing 
us  when  Medicare  has  been  billed  for  services  that  they  did  not  receive.  More  often, 
our  payment  safeguard  operations  lead  us  to  suspect  instances  of  wrongdoing  which 
are  then  investigated  further. 

Examples  of  these  types  of  practices  include: 

•  double-billings  and  inflated  billings; 

•  kickback  schemes  for  making  patient  referrals  or  signing  false  treatment 
plans; 

•  submission  of  costs  for  which  Medicare  payment  is  excluded;  and 

•  false  information  about  a  patient's  condition  to  qualify  for  benefits. 

Many  of  these  cases  require  months  of  meticulous  review  in  order  to  vaUdate  the 
alleged  instances  of  fraud.  Guidelines  developed  by  the  Office  of  the  Inspector  Gen- 
eral (OIG)  are  used  to  refer  cases  for  possible  disciplinary  action,  including  financial 
sanctions  or  suspension  of  providers  from  further  Medicare  payments. 

After  the  OIG  has  taken  such  adverse  actions,  contractors  are  required  to  ensure 
that  no  payments  are  made  to  the  excluded  providers  accordir^  to  the  terms  of  the 
judgment. 

Tlus  effort  to  detect  and  eliminate  fraucL  abuse  and  waste  in  the  Medicare  pro- 
gram is  a  cooperative  effort  involving  beneficiaries,  contractors,  peer  review  organi- 
zations, State  Medicaid  agencies,  and  Office  of  the  Inspector  General  (OIG). 
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Our  primary  role  is  to  identify  instances  of  suspected  fraud  or  abuse  and  refer  } 
them  to  OIG  for  consideration  and  application  of  criminal  or  civil  monetary  pen- 
alties or  administrative  sanctions  actions.  The  Administration  has  proposed  in  its 
FY  1993  budget  a  separate  $24  million  fund  for  fraud  and  abuse  detection  efforts 
of  Medicare  contractors.  This  is  the  first  time  that  specific  funds  have  been  identi- 
fied for  this  purpose  within  the  overall  payment  safeguards  program.  We  support  i 
the  Administration's  increased  emphasis  on  detecting  fraud  and  abiise  in  the  Medi-  ! 
care  program.  j 

BUDGETARY  TREATMENT 

We  beUeve  that  because  of  the  budget  constraints  imposed  by  the  Budget  Enforce- 
ment Act  of  1990  (BEA),  the  administrative  budget  for  Medicare  will  continue  to  be 
at  risk  for  "penn^  wise  and  pound  foolish"  undernmding  problems.  ; 

As  the  domestic  discretionary  spending  caps  place  a  tighter  squeeze  on  the  dollars 
available  to  protect  the  Medicare  program,  administrative  costs  must  complete  with 
a  large  nunuber  of  deserving  programs.  In  that  competition,  administrative  costs 
have  tended  to  come  in  second  place.  j 

The  Greneral  Accounting  Office  (GAO)  continues  to  issue  reports  cdertii^  Concress  j 
to  the  biUions  of  dollars  lost  to  the  Me(ticare  trust  fonds  because  of  inadequate  Med- 
icare administrative  doUars.  In  February  1992,  GAO  issued  a  report  stating  that  $1  > 
biUion  doUars  in  Medicare  overpayments  to  hospitals  were  not  being  collected  be- 
cause Medicare  contractors  lacked  sufficient  fundmg  to  pursue  the  accounts. 

In  that  report,  the  GAO  again  recommended  additionsQ  funding  for  Medicare  con-  | 
tractor  activities.  They  also  proposed  that  the  spending  caps  established  by  the 
Budget  Enforcement  Act  be  adjusted  for  the  fimds  provided  for  this  piirpose.  This 
same  approach  was  established  in  1990  for  funds  provided  to  the  Internal  Revenue 
Service  (IRS)  for  administering  the  collection  of  taxes,  recognizing  that  increased  ad- 
ministrative effort  results  in  additioned  revenues  being  collected. 

Three  bills  recently  introduced  by  Senator  Harkin  (S.  2713),  Senator  Grassley  (S. 
2337)  and  Congressman  Rostenkowski  (H.R.  4805),  are  based  on  this  GAO  rec- 
ommendation and  would  help  to  ensure  adequate  and  stable  funding  for  these  ac- 
tivities. Because  the  services  of  Medic£u*e  contractors,  like  the  IRS,  are  highly  cost- 
effective,  these  bills  would  allow  Medicare  administrative  activities  to  be  mnded  up 
to  a  specified  maximum  amount  each  year.  Budget  spending  caps  would  then  be  ad-  j 
justed  for  appropriations  provided  within  this  limit. 

The  Harkm  and  Rostenkowski  bills  would  allow  Medicare  contractor  funding  to 
increase  by  11.6  percent  each  year  the  same  amount  as  the  volume  of  Medicare  j 
claims  has  increased  for  the  past  several  yecuTs.  The  additional  funds  would  be  avail-  | 
able  for  the  full-range  of  Mediceire  contractor  activities,  including  the  payment  of  , 
claims,  services  to  beneficiaries  emd  providers  and  the  payment  safeguards  pro-  i 
grams.  I 

The  Grassley  biQ  is  similar  to  the  other  two  bills  but,  the  additional  funds  would  [ 
be  available  only  for  payment  safeguard  activities.  We  support  these  bills  to  improve  I 
the  administration  of  Medicare  and  we  beheve  that  changes  in  the  budget  process  | 
are  an  essential  part  of  that  effort.  We  look  forward  to  working  with  the  sponsors 
of  these  biUs  and  this  subcommittee  on  these  initiatives.  j 

CONCLUSION 

Clearly,    we    believe    that    the    payment    safeguards    efforts    of    Medicare  j 
intermeoiaries  and  carriers  are  among  the  best  investments  made  by  the  govern-  I 
ment  and  are  essential  to  the  soimd  management  of  its  health  care  doUars.  Our  pri-  ' 
vate  sector  leadership  and  experience  in  holding  down  health  care  costs  and  ensur- 
ing that  pajnnents  are  made  only  for  appropriate  services  has  much  to  offer  Medi- 
care, j 

We  are  committed  to  strengthening  our  partnership  with  Medicare  to  ensure  that  i 
beneficiaries  trust  fund  dollars  are  spent  appropriately.  We  appreciate  your  contin- 
ued interest  and  support  for  these  activities  and'  we  look  forward  to  working  with  ' 
you  to  improve  the  administration  of  the  Medicare  program.  j 


Prepared  Statement  of  Linda  Aukett 

I.    INTRODUCTION  j 

A.    Home  Care  Coalition  j 

A  CoaUtion  to  Support  Quality  Home  Medical  Equipment,  SuppUes  and  Services  | 

(Home  Care  Coalition)  has  been  formed  with  a  primary  goal  to  focus  on  education  \ 
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and  communications  to  its  members,  policy  makers  and  the  public.  The  participants 
in  the  Home  Care  Coalition  believe  that  in  meeting  its  goals,  the  Home  Care  Coali- 
tion will  contribute  to  the  well  being  of  home  care  patients  by  advancing  the  concept 
that  home  care  is  a  vital  component  of  a  cost  effective  health  care  dehvery  system. 

This  Coalition  was  formed  early  in  1991  in  response  to  the  need  to  communicate 
the  positive  aspects  of  the  Home  Medical  Equipment,  Supplies  and  Services  (HME) 
industry.  There  was  and  is  a  need  to  get  the  message  to  Members  of  Congress  and 
health  policy  makers  that  cuts  in  the  Medicare  Part  B  diirable  medical  equipment 
benefit  will  adversely  affect  Medicare  beneficiaries.  By  working  collectively,  with  a 
unified,  broad  based  group  of  orgamizations,  the  Coalition  can  communicate  informa- 
tion that  will  improve  the  understanding  of  the  support  structure  that  the  HME  in- 
dustry has  put  in  place. 

Home  medical  equipment^  supplies  and  services  companies  have  put  into  place  in 
the  last  ten  years  a  level  of  penormance  which  has  helped  beneficiaries  and  profes- 
sionals achieve  confidence  in  the  quality  and  availability  of  home  care.  To  that  end, 
the  mission  of  the  Home  Care  Coalition  is  to  preserve  the  Medicare  Part  B  durable 
medical  equipment  benefit,  to  support  quality  home  medical  equipment,  supplies 
and  services,  and  to  improve  beneficiary  access  to  these  services. 

To  clarify  and  demonstrate  the  ran^e  and  importance  of  support  services  provided 
W  HME  companies,  individual  association  organizations  participating  in  the  Home 
Care  Coalition  asked  their  members — Medicare  beneficiaries,  hospital  discharge 
planners,  clinical  practitioners — to  provide  first  hand  examples  from  their  daily 
worklife  of  the  value  of  these  support  services.  Through  these  first  hand  reports,  the 
Home  Care  Coalition  demonstrates  a  model  of  home  medical  equipment  services. 
This  goal  is  simileu-  to  the  goal  of  this  Committee  in  developing  provider  numljer 
requirements  that  estabUsh  basic  business,  health  and  safety  standards  for  HME 
companies  that  want  to  service  Medicare  beneficiaries. 

We  submit  for  the  record  at  Appendix  A  a  sampling  of  model  practice  letters  col- 
lected by  the  Home  Care  Coalition.  Later  in  this  statement  we  identify  suggested 
criteria  and  procedures  for  an  improved  Medicare  provider  number  system. 

B.  Coalition  Supports  Congress'  Efforts  to  Eliminate  Abusive  and  Wasteful  Prac- 
tices, and  to  Protect  Home  Care  as  Integral  to  our  Nation's  Health  Care  System 
The  Home  Care  Coalition  supports  the  efforts  of  Congress,  the  Health  Care  Fi- 
nancing Administration  (HCFA),  the  Office  of  Inspector  General  (OIG)  and  the  Gen- 
eral Accoimtin^  Office  (GAO),  to  identify  and  focus  resources  to  combat  abusive  and 
wasteful  practices  affecting  the  home  medical  equipment  and  lon^  term  care  sup- 
plies benefit.  Often  such  practices  result  fi-om  unnecessary  complexities  of  the  Medi- 
care program,  particularly  the  administration  of  the  home  medical  equipment  bene- 
fit. 

While  we  support  the  need  to  eliminate  the  opportunity  for  abusive  and  wasteful 
practices,  we  are  concerned  that  Congressioncd,  HCFA  and  OIG  action  be  carefully 
targeted  to  address  the  abuse  and  not  adversely  impact  the  ability  of  Medicare  bene- 
ficiaries to  receive  timely  and  quality  home  medical  equipment  services. 

In  the  past.  Congressional  solutions  to  real  or  perceived  problems  have  created 
difficulties  of  their  own.  For  example,  the  modaUty-neutrad  method  of  oxygen  pay- 
ment reform  enacted  in  the  Omnibus  Budget  Reconciliation  Act  of  1987  has  had  a 
demonstrable  impact  reducing  the  availability  of  portable  liquid  oxygen  and  on  the 
development  of  new  cost- saving  technology.  Similarlv,  the  broad  payment  reform  for 
wheelchairs  in  the  Omnibus  Budget  Recondliation  Act  of  1990  appears  to  be  reduc- 
ingthe  beneficiary's  ability  to  receive  these  items  in  a  timely  manner. 

The  existing  support  services  that  are  incorporated  into  the  Medicare  home  medi- 
cal equipment  services  benefit  are  absolutely  essentied  to  assure  the  timely  avail- 
ability of  quality  HME  services.  These  support  services  range  from  timely  delivery, 
set-up,  and  education  for  the  beneficiary  and  family;  to  techniced,  logistical  and  pa- 
perwork support  for  the  hospital  discharge  planner  and  prescribing  physician;  to  the 
supplier's  availability  in  inventory  of  the  wide  variety  of  products  patients  need  in 
the  home.  A  July  26,  1990  report  by  Lewin/ICF,  "The  Home  Medical  Equipment  In- 
dustry: An  Examination  of  the  Industry's  Expense  Structure,"  describes  these  serv- 
ices and  their  value  to  the  Medicare  program.  A  copy  of  this  study  is  attached  as 
Appendix  B. 

Also,  a  report  on  cost-effectiveness  of  home  medical  equipment  services  under- 
scores the  need  for  Congress  to  strengthen  the  availability  of  necessary  HME  serv- 
ices. In  a  study  entitled  "Economic  Analysis  Of  Home  Medical  Equipment  Services" 
(May  1991),  tewin/ICF  analyzed  three  case  examples:  hip  fracture,  Amyotrophic 
Lateral  Sclerosis  (ALS)  with  pneumonia,  and  Chronic  Obstructive  Pulmonary  Dis- 
ease (COPD).  Lewin/ICF  concluded  that  savings  of  up  to  $2,330  per  patient  episode 
could  be  achieved,  with  annual  savings  potential  of  up  to  $575  miUion  when  home 
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medical  eqiiipment  is  used  in  conjunction  with  inpatient  hospital  treatment.  A  copy 
of  this  study  is  attached  as  Appendix  C. 

A  lai^e  and  diverse  population  reUes  upon  home  health  care  for  a  wide  variety  i 
of  medical  reasons,  and  when  given  a  choice,  patients  prefer  to  have  their  health  ' 
care  administered  in  the  home.  These  are  the  restilts  of  a  Consumer  Research  Study  | 
conducted  recently  by  National  Research,  Inc.  The  Executive  Siimmary  of  this  Sur-  j 
vey  is  attached  as  Appendix  D. 

n.  PROVIDER  NUMBER  SYSTEM  REFORM  ' 

A.  Medicare  Objectives  for  Provider  Number  Need  to  Change  j 
The  Home  Care  CoaUtion  strongly  supports  a  shift  in  the  objectives  of  the  Medi- 
care provider  number  from  simply  a  billing  number  to  a  viable  system  to  establish 
certain  criteria  for  suppliers  to  qualify  to  bill  Medicare  for  items  of  HME  provided 
to  beneficiaries. 

Currently,  the  Medicare  program  has  each  carrier  issue  provider  numbers  to  com- 
panies that  bill  that  carrier.  Althoiigh  carriers  may  have  different  reouirements  for 
suppliers  to  receive  a  provider  number,  no  carrier  that  we  are  aware  of  has  a  system 
that  ensures  that  suppliers  receiving  a  number  deliver  an  acceptable  level  of  quality 
services,  are  a  viable  business,  or  even  have  ties  to  the  coromtmity.  There  is  no  re-  j 
newal  procedure  to  update  and  requaUfy  the  supplier.  j 

Every  Medicare  carrier  currently  maintains  its  own  provider  number  records  and  , 
develops  its  own  appUcation  form.  There  is  no  consistency  from  one  carrier  to  cm- 
other,  and  HCFA  does  not  require  any  national  uniformity  in  carrier  administration  ' 
of  provider  numbers. 

The  current  system  which  Medicare  uses  to  issue  and  maintain  provider  numbers 
is  fraught  with  problems,  many  of  which  are  associated  with  program  abxise  and  ] 
waste  of  federal  dollars.  Currently,  carriers  issue  provider  numbers  with  little  or  no  : 
scrutiny  of  the  applicant's  basic  business  qualifications.  HME  companies  usually  are 
not  subject  to  state  licensure  laws,  quality  assurance  standards  or  other  health  and  i 
safety  standards  typically  required  of  health  professionals,  and  that  are  designed  to  j 
ensure  that  patients  and  beneficiaries  receive  services  from  qualified  providers  of  i 
care.  The  current  provider  number  system  is  simply  used  to  administer  the  paper- 
work associated  with  billing  Medicare  for  HME  and  other  Part  B  services.  | 

B.  Home  Care  Coalition  Recommendation  j 
Given  the  shortcomings  of  the  current  system,  the  Home  Care  Coalition  strongly  | 

recommends  that  Congress  direct  HCFA  to  create  a  front-end  screening  program  to  | 

establish  standards  as  a  prerequisite  for  suppliers  to  be  able  to  deliver  services  to  j 

Medicare  beneficiaries.,  llie  new  provider  number  system  should  have  four  compo-  j 

nents:  i 

(1)  basic  business,  health  and  safety  standards  I 

(2)  business  practice  and  ownership  disclosure  I 

(3)  periodic  renewal  1 

(4)  national  administration  j 

(1)  Basic  Business,  Health  and  Safety  Standard:  Supplier  number  criteria  i 
must  define  basic  business,  health  and  safety  standards  which  suppliers  must 
meet  to  obtain  and  maintain  a  supplier  number,  and  therefore  to  dehver  serv-  ! 
ices  to  beneficiaries.  The  criteria  would  be  available  to  aU  supplier  candidates  | 
prior  to  completion  of  an  application  for  receipt  of  a  supplier  number.  Suppliers  | 
would  have  to  attest  to  the  accuracy  of  the  information  m  the  application.  Car-  i 
riers  would  have  to  actively  review  the  suppUer's  compliance  witn  the  criteria.  ! 
A  supplier  shoidd  be  deemed  to  have  met  these  requirements  either  through  i 
state  licensure  or  accreditation.  ! 

Pertinent  health  and  safety  standards  shotdd  be  required  for  certain  services,  i 
For  example,  a  supplier  providing  oxygen  equipment  and  services  should  be  re-  | 
quired  to  meet  criteria  designed  to  ensure  the  supplier  provides  an  appropriate  | 
level  of  safety  and  quality  services  associated  with  home  patient  use  of  such 
equipment. 

(2)  Business  Practice  and  Ownership  Disclosure:  Business  practice  and  owner- 
ship disclosure  within  the  provider  ntmaber  application  process  wovdd  provide 
important  information  to  allow  the  carrier,  HCFA  and  the  OIG  to  monitor  po- 
tentially abusive  practices  more  closely.  For  example,  telemarketing  practices 
by  a  supplier  or  physician  ownership  would  be  disclosed;  and  the  carrier  could  i 
monitor  suppHers  more  closely  to  assure  that  their  ownership  and  business  i 
practice  does  not  cause  abuse  and  is  not  abusive. 
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(3)  Periodic  Renewal:  To  ensure  that  only  suppliers  who  meet  basic  business 
8t£uidards  and  who  fuUy  disclose  business  ownership  information  (i.e.,  meet  pro- 
vider number  criteria)  receive  and  maintain  a  vahd  current  provider  nvmiber, 
there  needs  to  be  a  regular  renewal  process.  Suppliers  with  "clean"  records 
should  be  required  to  renew  their  number  (update  application  Information  or 
state  no  changes)  every  two  or  three  years.  Suppliers  with  questionable  busi- 
ness practices  should  be  required  to  renew  more  frequently.  A  supplier  which 
has  iindergone  a  change  In  ownership  or  other  significant  change  snould  be  re- 
quired to  renew  more  frequently — ^within  a  reasonable  period  of  time  after  the 
cnan^e  in  ownership. 

This  approach  is  consistent  with  the  OIG's  recommendations  to  update  pro- 
vider number  records  regularly,  deactivate  provider  numbers  without  current 
billing  history,  estabhsh  adequate  controls  to  assure  suppliers  not  legally  au- 
thorized to  provide  services  are  Identified  and  their  provider  numbers  are  de- 
activated, that  HCFA  evaluate  provider  number  controls  as  part  of  its  Contrac- 
tor Performance  Evaluation  Program,  and  negotiate  with  State  licensing  au- 
thorities to  obtain  license  and  registration  imormation.  (See  "Carrier  Mainte- 
nance of  Medicare  Provider  Numbers,"  Office  of  Inspector  General  OEI-06-89- 
00870  (May  1991)) 

(4)  National  Administration:  Currently,  once  a  supplier  receives  a  provider 
number  from  a  carrier,  the  carrier  typically  does  not  have  the  ability  to  deter- 
mine whether  that  supplier  has  been  subject  to  a  disciplinary  action  or  has  been 
the  subject  of  state  or  federal  disciplinary  action,  either  In  that  carrier's  juris- 
diction or  nationally.  A  nationally  administered  and  consistent  system  would 
allow  HCFA,  the  OIG  and  carriers  to  easilv  and  effectively  track  supplier  billing 
patterns  and  history  nationally.  National  administration  would  ensure  bene- 
ficiaries that  all  suppliers  adhere  to  identical  basic  business  standards  and  are 
subject  to  the  same  level  of  scrutiny. 

TTie  Home  Care  Coalition  also  recommends  establishing  a  "hotline"  to  be  part 
of  the  nationally  administered  provider  number  system  for  suppliers.  A  hotline 
would  enable  consumers,  patients,  referral  sources,  physicians  and  others  to  call 
a  central  information  bank  to  find  suppHers  in  a  certain  area,  determine  wheth- 
er and  if  any  complaints  have  been  filed  against  a  supplier,  and  determine  other 
pertinent  imormation  about  suppliers  which  the  provider  system  could  monitor. 

C.  Additional  Recommendations 

To  fully  realize  the  benefits  of  improving  the  provider  number  system,  there  must 
be  some  additional  changes,  as  part  of  the  provider  number  system  Improvements. 

Carrier  Jurisdiction  Rules:  The  carrier  jurisdiction  rules  need  to  be  changed 
to  require  claims  to  be  submitted  to  the  carrier  with  jurisdiction  where  the  pa- 
tient resides  ("zip  code  jurisdiction").  HCFA  is  currently  implementing  such  a 
rule,  yet  the  Secretary  should  have  discretion  to  create  exceptions  for  reasons 
that  permit  administrative  efficiency  without  the  opportunity  for  abuse  (e.g., 
snowbirds). 

Specialty  Carriers:  Congress  shotdd  reqiiire  HCFA  to  consohdate  the  number 
of  carriers  processiM  home  medical  and  long  term  care  supply  claims  to  no 
more  than  five.  HCFA  is  currently  Implementing  specialty  carriers,  yet  Con- 
gress should  authorize  the  Secretary  to  allow  non-instu*ance  companies  (e.g. 
data  processing  companies)  to  qualify  as  a  Part  B  carrier. 

National  Uniform  Coverage  and  Utilization  Parameters:  The  Home  Care  Coa- 
lition recommends  that  Congress  require  HCFA  to  establish  national  uniform 
coverage  criteria  and  utilization  guidelines,  and  to  estabhsh  a  mechanism  to  an- 
nually update  and  revise  such  guidelines  using  an  advisory  panel  that  includes 
consumers  and  suppliers.  H(JFA  is  current  Implementing  limited  regional 
guidelines  behind  closed  doors — ^not  in  an  open  and  pubUc  forum  with  consum- 
ers and  suppUers'  advice. 

D.  Provider  Number  Summary 

In  summary,  before  a  supplier  could  receive  and  maintain  a  Medicare  provider 
ntunber,  the  suppUer  would  nave  to  meet  basic  business,  health  and  safety;  disclo- 
sure and  renewal  standards  and  requirements.  For  example: 

1.  Basic  Business.  Health  and  Safety  Standards 

a.  No  prior  exclusions  from  Medicare  or  Medicaid 

b.  SuppUer  must  maintain  physical  facility  with  personnel  on-site 

c.  Supplier  must  provide  proof  of  product  and  professional  hability  insur- 
ance 

d.  SuppUer  must  meet  the  following  requirements: 
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(i)  all  suppliers  must  meet  basic  business,  health  and  seifety  stand-  ' 
ards  j 

(ii)  oxygen  suppliers  must  meet  more  rigorous  safety  and  equipment  ■ 
management  standards  I 

(iii)  PEN/IV  suppliers  must  meet  more  rigorous  applicable  standards 

e.  Secretary  shall  grant  deemed  status  for  any  of  d.  ' 

f.  Successful  completion  of  an  on-site  inspection  to  ascertain  compliance,  j 
resulting  In  a  certificate  of  compliance 

2.  Disclosure  Requirements  ] 

a.  Physician,  hospital,  nursing  home,  home  health  agency,  or  other  health 
care  entity  ownership  interests 

b.  Types  of  products  and  services  I 

c.  Sales/marketing  Information  and  practices 

d.  Compliance  with  state  and  federal  laws  and  regulations  (e.g.,  FDA, 
OSHA,  DOT,  etc.) 

3.  Renewal  i 

a.  Periodic  renewal  ! 

b.  More  fii^quently  for  suppliers  with  questionable  business  practices  | 

4.  Administration 

a.  National  administration 

b.  Carrier/HCFA  capability  to  renew  and  verify  appUcation  information 

c.  Hotline  for  consumers,  referral  sources,  physicians,  etc.  to  call  for  infor- 
mation on  suppliers,  and  for  a  fonmi  in  which  to  register  complaints  about 
suppliers,  such  as  the  Better  Business  Bureau 

d.  Change  carrier  jurisdiction  rules  to  zip  code  billing 

e.  Specialty  carriers  for  HME  and  long  term  care  supplies  I 

f.  National  imiform  coverage  and  utilization  parameters  for  HME  cmd 
long  term  care  supplies 

m.    ADMINISTRATIVE  EFFICIENCY:  CMN  REFORM  | 

The  costs  of  heedth  care  administration  In  the  United  States  consmne  an  increas-  j 
ingly  large  portion  of  our  country's  health  care  spending.  One  report  estimates  that  j 
physician  office  overhead  costs  accounted  for  46  percent  of  physicians'  gross  Income 
In  the  United  States  (see  Tfie  Hassle  Factor:  America's  Health  Care  System  Stran-  I 
gling  in  Red  Tape,"  American  Society  of  Internal  Medicine,  1990).  Another  report  i 
estimates  that  U.S.  physicians'  overhead  and  billing  expenses,  excluding  malpractice  | 
premiums,  constituted  43.7  percent  of  their  gross  professional  income  (see  "77i«  De-  } 
teriorating  Administrative  Efficiency  of  the  U.S.  Health  Care  System,"  The  New  Eng- 
land Journal  of  Medicine,  May  2,1991,  p.  1263). 

The  Medicare  program  is  no  exception.  Recent  health  care  policies  have  increased 
the  bureaucratic  biirdens/costs  of  health  care  administration.  The  administrative  ac- 
tivities necessary  to  document  care  provided  to  beneficiaries  compete  with  the  time  j 
available  for  direct  patient  care.  , 

One  provision  of  the  Omnibus  Budget  Reconciliation  Act  of  1990  ^eatly  expands  , 
the  amoimt  of  time  a  physician  must  spend  to  detail  the  medical  equipment  require-  [ 
ments  of  his  or  her  patients.  This  law,  enacted  by  section  4162(f)  of  OBRA  1990,  j 
requires  physicians  to  complete  certificates  of  medical  necessity  (CMN)  for  all  items  i 
of  durable  medical  equipment  (DME).  Not  only  does  this  impose  additional  unneces-  ! 
sary  administrative  bivdens  on  the  physician,  but  the  provision  is  administratively 
unworkable  and  unenforceable  by  HCFA  and  OIG.  ! 

Once  a  physician  determines  the  medical  need  for  an  item  of  HME,  an  analysis  | 
of  patient  needs  is  often  conducted  by  discharge  planners,  home  health  agencies  and  I 
others  in  consultation  with  HME  suppliers  who  are  more  knowledgeable  than  physi-  ' 
cians  about  the  precise  technology  and  t3rpe  of  equipment  best  needed  to  meet  the 
patient's  specific  needs.  This  information  is  then  provided  to  a  physician,  who  au-  i 
thorizes  its  use  by  completing  and  signing  a  CMN.  Prior  to  the  OBRA  1990  provi- 
sion, the  supplier  would  complete  the  information  on  the  CMN,  and  forward  it  to 
the  physician  who  was  stiU  responsible  for  verifying  the  information  on  the  CMN  ! 
and  attesting  to  its  accuracy. 

As  a  practical  matter,  there  are  currently  no  incentives,  financial  or  otherwise,  j 
for  a  physician  to  complete  CMNs,  nor  are  there  penalties  for  a  physician's  failure 
to  comply.  Physician  failure  to  comply  may  ultimately  decrease  beneficiaries'  access  i 
to  services  in  a  timely  fashion. 
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The  correct  policy  should  aim  for  administrative  efficiency  while  addressing  per- 
ceived abuses.  The  correct  policy  should  target  ab\isive  suppliers  and  over  utilized 
items,  not  penalize  physicians,  patients,  suppliers  and  discharge  planners. 

Furthermore^  Congress  has  proposed  and  HCFA  is  implementmg  a  number  of  re- 
forms which  will  directly  address  the  problems  that  have  encouraged  the  question- 
able practices  of  some  suppliers  such  as  direct  beneficiary  telemarketing  and  carrier 
forum  shopping.  The  one  remaining  necessary  reform  Is  enactment  of  the  supplier 
nimiber  system  as  described  above. 

Recommendation: 

The  Home  Care  Coalition  recommends  that  section  4152(f)  of  OBRA  1990  be 
amended  so  that  it  appUes  only  to  "abused"  or  "overutiUzed"  items  of  home  med- 
ical eauipment.  Under  current  law,  the  physician  must  complete  the  certificate 
of  medical  necessity  (CMN)  for  home  medical  equipment.  Suppliers  are  prohib- 
ited from  distributing  to  beneficiaries  or  physicians  completed  or  partially  com- 
pleted CMNs,  for  the  convenience  of  the  pnysician,  for  home  medical  equipment. 

IV.  CONCLUSION 

The  Home  Care  Coalition  urges  the  Senate  Finance  Committee  to  work  toward 
the  development  of  a  provider  number  system  as  described  in  this  testimony  for 
beneficiaries  and  the  home  medical  equipment,  supplies  and  services  industry, 

The  Home  Care  Coalition  recommends  a  new  provider  number  system  with  the 
following  components: 

•  basic  business,  heedth  Euid  safety  requirements 

♦  business  practice  and  ownership  disclosure 

•  periodic  renewal 

♦  national  administration.  Including  consolidation  of  carriers,  uniform  coverage 
and  utilization  parameters,  and  "zip  code"  billing 

By  organizing  the  business  relationships  between  Medicare  and  suppliers  as  out- 
lined in  this  testimony,  the  Home  Care  Coalition  believes  that  there  will  be  a 
marked  decrease  in  the  imdesirable  practices  that  have  caused  concern.  Medicare 
beneficiaries  must  be  assured  that  they  will  receive  HME  services  only  fi-om  compa- 
nies that  meet  minimal  busiaess,  heeJth  and  safety  standards.  This  will  result  In 
a  more  cost  effective,  efficient  and  effective  program  for  Medicare  beneficiaries,  the 
federal  government,  suppliers,  and  the  health  care  system  as  a  whole. 

The  Home  Care  Coalition  recommends  that  section  4152(f)  of  OBRA  1990  be 
amended  so  that  it  applies  only  to  "abused"  or  "overutihzed"  items  of  home  medical 
equipment. 

The  Home  Care  Coalition  is  happy  to  work  with  the  Committee  and  its  staff  in 
further  developing  legislation  that  would  accomplish  these  objectives. 

Appendix  A  ^Home  Caee  Coalition 

TTie  mission  of  the  Coalition  to  Support  Quality  Home  Medical  Equipment,  Sup- 
plies, and  Services  is  to  preserve  the  Medicare  durable  medical  equipment  benep-t, 
to  support  quality  home  medical  equipment,  supplies,  and  services,  and  to  improve 
access  to  these  services.  The  primary  0oals  of  the  Coalition  will  be  those  which  focus 
on  education  and  communication  directed  to  its  members,  policy  makers  and  the 
public.  In  meeting  its  goals,  the  Coalition  will  contribute  to  the  well  being  of  home 
care  patients,  will  advance  the  concept  of  home  care  as  a  vital  component  of  a  cost 
effective  health  care  delivery  system,  and  will  improve  access  to  home  care  services." 

EXCERPTS  from  PATIENT  LETTERS 

The  following  excerpts  are  from  letters  written  by  members  of  Emphysema  Anony- 
mous, a  consumer  support  group  for  patients  with  emphysema. 

"Associated  Healthcare  of  Buffalo  has  been  my  oxvgen  supplier  since  December 
1987.  From  the  start,  their  [sic]  aim  has  been  to  make  life  as  comfortable  and  un- 
complicated as  possible  for  me.  Everyone,  firom  the  telephone  receptionist  to  the  de- 
livery person,  goes  out  of  his  way  to  help  me.  I  never  hesitate  to  call  them  because 
I  know  I  will  be  helped  in  a  fast  and  fiiendly  fashion." 
VMB,  Kenmore,  New  York 

*Tou  can't  believe  my  panic  when  a  rain,  wind  and  thunder  storm  cut  out  my  elec- 
tricity leaving  me  literally  breathless. 

"My  portable  tank  was  only  Va  full.  I  called  Vital  Aire,  mind  you  this  was  2  a.m. 
A  neighbor  came  up  and  put  me  on  the  liquid  oxygen  ana  calmed  me  down.  An  hour 
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and  Vz  later  a  service  man  was  here  and  with  lots  of  time  to  spare  I  was  given  2 
new  tanks  and  lots  of  comfort  and  imderstanding.  The  power  came  back  on  and  all 
was  better  than  well.  I  was  only  one  of  five  this  gentleman  had  aided  this  nite  [sicl. 

"For  a  month  the  weather  remained  bad  and  the  power  lines  got  older  and  Vital 
Aide  and  I  had  much  more  communication.  They  eqmpped  me  lor  visits  to  dentist 
and  doctor  witii  the  portable  and  now  because  of  electricity  problems  they  have 
given  me  a  huge  green  tank,  portables  and  care  on  my  elect,  oxygen  .  .  . 
JBH,  Lomita,  California 

"I  have  the  best  medical  supplier.  Most  of  the  people  I  know  have  him  as  there 
[sic]  supplier.  We  all  think  a  great  deal  of  him  ....  No  matter  when  you  call  he 
always  talks  to  you  and  answers  any  questions  or  gets  an  answer  for  you.  When 
you  start  any  medication  or  medical  equipment  he  makes  sure  you  understand  how 
to  use  it.  He  is  very  pleasant.  We  usuedly,  pick  up  my  medical  supplies  at  his  store. 
His  wife  and  receptionist  are  very  nice." 
LED,  Mobile,  Alabama 

"They  come  without  every  being  called  and  change  the  [nebulizer]  filter  and  make 
sure  it  is  running  correctly." 
MED,  East  Ishp,  New  York 

"For  the  past  few  months  they  have  had  a  driver  named  Bob.  He  is  very  sensitive 
and  cooperative  and  reacts  positively  to  any  suggestions  I  might  make." 
MJT,  Taimton,  Massachusetts 

"I  was  instructed  and  reassured  by  the  land  and  considerate  staff  at  the  office  and 
at  my  home,  through  repeated  questions  on  my  part,  there  was  always  a  polite  and 
understanding  answer  on  theirs  [sic].  No  matter  what  the  emergency,  I  have  never 
been  without  oxygen  at  euiy  time  thanks  to  an  excellent  24  howr  a  day  service  de- 
partment. I  am  on  a  liquid  oxygen  plus  portable  system,  which  enables  me  to  leave 
the  house  for  medical  appointments  etc.  Without  this  system  I  would  be  totally 
house  bo\md  for  the  rest  of  my  life." 
DB,  North  Babylon,  New  York 

"Michael  Limn,  BSRT,  has  been  a  positive  influence  in  my  successful  quest  for 
an  active  life  with  the  assistance  of  oxygen  therapy.  CP  Homecare  without  exception 
has  dehvered  promptly,  anything  reqmred  for  my  care." 
TRS,  Newark,  Ohio 

"They  know  our  finances  are  very  limited  so  they  take  what  Medicare  pays  and 
don't  charge  me  the  difference.  They  come  to  the  house  once  a  week,  fill  it,  and  give 
me  whatever  hoses  I  need.  What  great  people!" 
GP,  Bend,  Oregon 

"He  again  took  time  to  explain  how  it  [the  oxygen  concentrator]  works,  deeming 
the  filter,  and  what  to  do  if  the  edarm  sounds,  the  [electric]  current  went  off.  He 
is  a  pleasant  and  knowledgeable  person. 

MS,  Homosassa,  Florida 

Appendix  B. — The  Home  Medical  Equipment  Industry:  An  Examination  of  the 
Industry's  Expense  Structure 

I.  background 

The  home  medical  equipment  industry  has  experienced  a  number  of  changes  af- 
fecting reimbursement  for  their  services.  Most  recently,  the  Administration's  fiscal 
year  1991  budget  proposes  significant  reductions  in  reimbursement  for  home  medi- 
cal equipment  (HME)  by  capping  payment  amounts  at  the  national  median  of  all 
carrier-based  fee  schedules.  This  wotild  prohibit  virtually  any  regional  variation  in 
pa3rment  which  exists  under  the  current  fee  schedule.  This  report  demonstrates  that 
geographic  variation  in  payments  resvdts  fi-om  characteristics  of  the  HME  industry, 
namely  that  a  substantial  portion  of  the  costs  associated  with  home  medical  equip- 
ment services  are  locally  driven. 

The  HME  industry  is  characterized  by  many  manufacturing  companies,  which 
produce  the  home  medical  equipment.  This  equipment  is  dehvered  and  serviced  by 
many  small  loccd  providers  of  care.  These  local  providers  ofcare,  or  dealers,  are  gen- 
erally single  location  owner-operated  dealerships. 
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The  majority  of  the  costs  for  HME  are  associated  with  the  service  component 
of  the  products,  which  is  very  labor  intensive. 

The  HME  dealer  not  only  delivers  the  equipment  necessary  to  allow  someone  to 
be  cared  for  at  home;  the  dealer  also  is  responsible  for  determining  a  patient's 
equipment  needs,  training  the  patient  or  family  in  the  use  of  this  equipment,  servic- 
ing this  equipment  through  the  period  of  need,  and  retrieving  the  item  when  it  is 
no  longer  required.  Equipment  acquisition  is  only  one  part  of  the  overall  costs  to 
a  HME  dealer;  the  majority  of  the  costs  for  HME  are  associated  with  the  service 
component  of  the  products,  which  is  very  labor  intensive. 

In  examining  the  impact  of  reimbursement  changes,  it  is  extremely  important  to 
understand  the  natiu'e  of  the  HME  industry.  The  current  method  of  Medicare  reim- 
bursement ("Six  Point  Plan")  for  HME  has  achieved  the  dual  objectives  of  the  indus- 
try and  the  government:  to  maintain  access  to  quality  care  with  no  added  burden 
imposed  on  beneficiaries  while  at  the  same  time  reducing  administrative  costs  and 
program  outlays.  These  objectives  m^  not  be  reached  if  local  difPerences  are  not 
considered  in  the  reimbursement  for  HME.  A  national  pricing  system  that  standard- 
izes reimbursement  amoimts  may  jeopeirdize  the  solvency  of  many  HME  dealers,  re- 
sulting in  a  reduced  access  to  care  for  Medicare  beneficiaries. 

n.    THE  HME  INDUSTRY  IS  A  LOCAL,  LABOR  INTENSIVE  SERVICE  INDUSTRY 

Home  medical  equipment  generally  is  supplied  by  local  dealers,  whose  costs  are 
driven  by  the  characteristics  of  the  local  commimity.  Local  characteristics  which 
strongly  influence  operating  expenses  include  wage  rates,  characteristics  of  the  local 
Medic£ire  carriers  as  well  as  other  characteristics,  such  as  insurance  rates  and  com- 
munity characteristics  (i.e.  urban/rural,  etc.). 

A.    Local  Wage  Rates 

Labor  costs  (i.e.,  wages  and  benefits)  represent  60  percent  of  the  total  costs  of 
HME  and  vary  significantly  across  geographic  areas.  Current  local  pricing  systems, 
however,  implicitly  take  wage  differences  into  account.  Health  care  is  a  labor-inten- 
sive service  industry  and  HME  is  no  exception.  For  example,  current  Medicare  pay- 
ment for  inpatient  hospital  services  under  the  prospective  pajrment  system  (PPS) 
makes  adjustments  for  community  wage  rates,  recognizing  tiie  importance  of  labor 
costs  even  though  PPS  is  a  national  system. 

Labor  costs  represent  60  percent  of  the  operating  expenses  of  HME  .  .  .  cur- 
rent pricing  systems  implicitly  take  wage  differences  into  account. 

HME  dealer  costs  are  heavily  influenced  by  labor  costs.  Labor  costs  associated 
with  providing  these  services  include  the  costs  associated  with  actually  providing 
the  service  as  well  as  the  costs  associated  with  the  administration  of  the  dealership. 
This  can  be  compared  to  the  importance  of  labor  costs  in  a  hospital;  the  services 
are  provided  bv  personnel  including  nurses  and  allied  health  professionals  but  the 
hospital  «dso  depends  on  administrative  personnel  to  deal  with  billing  and  other 
operational  issues. 

Labor  expenses  are  a  large  component  of  total  costs  because  the  activities  in- 
voht^d  in  getting  the  product  to  the  client  are  numerous  and  complex. 

Labor  expenses  are  a  large  component  of  total  costs  because  the  activities  involved 
in  getting  the  product  to  the  client  are  numerous  and  complex.  According  to  a  recent 
Ernst  and  Whinney  study,  a  HME  dealer  must  meet  the  requirements  oft 

•  The  patiesnt  and  caregiver — ^to  ensure  the  equipment  is  available  when 
needed,  is  operational,  and  that  its  proper  therapeutic  use  is  understood. 

®  The  medic^  professional  overseeing  patient  care— to  ensure  the  pre- 
scribed equipment  is  installed,  the  proper  tnerapy  is  administered,  and  ade- 
quate follow-up  and  monitoring  is  provided  to  guarantee  continued  effective- 
ness. Thds  process  usually  includes  responding  to  the  referring  physician,  the 
hospital  discharge  planner,  and  the  home  health  agency  providing  nursing  serv- 
ices. 

•  The  payer — to  ensure  reimbursement  is  received.  Payers  require  HME  deal- 
ers to  provide  proper  documentation  and  to  comply  with  the  established  internal 
pohcies  as  well  as  state  and  federal  regulations.^ 


^  Ernst  and  Whinney.  From  Producer  to  Patient:  Valuing  Distribution  in  the  Home  Health 
Care  Market  (Washington,  DC:  Health  Industry  Distributors  Association  Educational  Founda- 
tion, 1987)  p.  9. 


64 


In  addition,  the  highly-technical  nature  of  the  equipment  and  products  supplied 
by  the  HME  ind\xstrv  requires  HME  dealers  to  depend  heavily  on  specially-trained 
personnel  which  further  increases  costs. 

Because  HME  services  are  labor  intensive,  the  cost  of  providing  these  services 
rises  as  wages  increase.  However,  from  1983  to  1989,  while  real  wage  growth  in  the 
United  States  equaled  2.2  percent  per  year,  or  approximately  15.4  percent  over  the 
entire  period;  due  to  freezes  in  payments  to  Part  8  suppliers  as  weU  as  a  number 
of  other  changes  which  affected  HME,  Medicare-allowed  payments  for  HME  received 
only  one  increase  of  1.7  percent  over  the  same  time  period. 

In  order  to  care  for  someone  in  the  home,  the  representative  of  the  HME  dealer- 
ship must  take  several  steps.  First,  the  dealer  must  work  with  the  patient  and  phy- 
sician to  select  the  appropriate  e<^pment.  They  may  also  have  to  coordinate  equip- 
ment availability  with  hospital  discharge  planners.  Second,  the  equipment  must  be 
dehvered  and  set  up.  Third,  someone  in  the  home  (i.e.,  either  the  patient,  relative, 
or  friend)  must  be  trained  to  operate  and  maintain  the  equipment,  if  necessary. 
Fourth,  the  equipment  must  be  serviced  and  suppUes  must  be  d!elivered  to  the  home 
as  reqtured  (for  example,  for  someone  requiring  oxygen,  dehveries  must  be  made  on 
a  routine  basis).  In  adt^tion  to  routine  servicing,  dealers  must  maintain  24-hour 
availability  of  staff  to  resolve  any  emergency  problems.  Finally,  at  the  completion 
of  the  contractj  the  equipment  must  be  picked  up  and  returned  to  the  deedership. 
AU  of  these  activities  are  highly  labor  intensive. 

.  .  .  total  administrative  costs  can  represent  up  to  60  percent  of  total  operat- 
ing and  non-operating  expenses. 

Not  only  is  the  provision  of  HME  services  labor  intensive,  but  labor  also  is  re- 
quired for  the  administrative  aspects  of  this  service.  Administrative  reqiiirements 
may  vary  by  location  and  payer,  but  generally  include:  claim  and  order  processing, 
obtaining  referrals,  and  billing  and  collections.  A  1987  report  by  Ernst  and  Whinney 
found  that,  although  administrative  costs  varied  depenmng  on  the  type  of  medical 
equipment  \mder  consideration,  total  administrative  costs  can  represent  up  to  60 
percent  of  total  co8ts,and  is  likely  that  these  administrative  e^enses  have  increased 
even  further  since  that  time.^ 

Most  HME  dealers  accept  assignment  for  Medicare  claims  and  are,  therefore  re- 
sponsible for  getting  the  claim  paid.  All  documentation  required  by  the  carrier  must 
be  prepared  by  the  HME  dealer,  and  this  process  can  take  several  hours  to  com- 
plete. Furthermore,  the  HME  dealer  must  engage  in  bilHn^  and  collection  activities 
associated  with  these  services  since  they  bill  the  patient  tor  the  remaining  20  per- 
cent of  the  MedicEu-e  allowed  reimbursement  amount.  Finallv,  claim  appeals  have 
a  large  impact  on  costs  since  the  process  greatly  increases  the  need  for  additional 
paperwork  as  well  as  time  to  process  an  appeal.  It  also  influences  the  age  of  ac- 
coimts  receivable,  which  represents  a  real  cost  to  dealers. 

Educating  physicians  and  obtaining  referrals  is  also  a  labor  intensive  activity. 
HME  dealers  m\ist  continually  educate  their  referral  sources  about  the  changing 
regulatory  processes  related  to  Medicare  and  other  third-party  reimbursement. 
Maintainmg  commtmication  between  dealers  and  physicians  and  other  referral 
sotirces  not  only  serves  the  beneficiaries,  but  enables  HME  dealers  to  preserve  a 
stable  volume  of  clients  and  allows  deeders  to  devote  more  time  cmd  resources  to 
physical  distribution  and  servicing  of  equipment. 

B.    Local  Carrier  / State  Requirements 

HME  dealership  costs  also  depend  on  other  community  characteristics  including 
the  characteristics  of  the  local  carrier.  Some  carriers  may  require  more  or  different 
documentation  than  others.  In  addition,  some  carriers  are  -  ore  efficient  at  claims 
processing.  Medicare  regulations  stipulate  that  carriers  must  reimburse  95  percent 
of  "clean'  claims  (i.e.,  claims  that  are  complete  and  acciirate)  within  24  days  of  re- 
ceipt. Carriers  have  an  additional  60  days  to  process  rejected  claims,  which  in  many 
cases  may  mean  that  the  entire  documentation  process  must  be  repeated.  According 
to  a  recent  HCFA  report,  which  tracks  Medicare  carrier  performance  in  meeting  the 
prompt-payment  reqpiirements  for  HME  claims,  only  about  one-half  of  aU  carriers 
met  these  requiremente  in  January,  1990.^ 

In  addition  to  carrier  variations,  local  dealerships  must  meet  any  state  require- 
ments for  provision  of  these  services.  Some  stetes  require  that  suppliers  employ  cre- 
dential medical  professionals  in  order  to  be  licensed  in  the  state.  For  example,  the 
State  of  California  requires  a  physician  medical  director  and  registered  respiratory 


*  Ernst  and  Whinney,  1987,  pp.  19-20. 

'  HCFA  Monthly  Claims  Processing  and  Timeliness  Report,  January,  1990. 
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therapists  to  be  on-staff  as  j)art  of  state  licensure  requirements.  Finally,  local 
hearth  maintenance  organizations  (HMOs)  and  the  Veteran's  Administration  re- 
quire clinical  supervision  in  the  use  of  some  HME  products.  Such  state/paver  re- 
quirements can  mcrease  dealership  charges  for  the  services  they  provide  and  cause 
additional  veuiation  in  charge  patterns  across  states. 

C.    Other  Characteristics 

Finally,  a  local  dealer's  expenses  depend  upon  community  characteristics  such  as 
whether  their  coromunity  is  largely  urban  or  rural,  whether  the  population  is  geo- 
graphically dispersed,  and  the  extent  of  local  traffic  congestion.  Expenses  also  de- 
pend upon  the  characteristics  of  the  particular  dealership,  such  as  the  mix  of  serv- 
ices provided,  and  on  factors  related  to  local  insurance  rates  (e.g.,  workman's  com- 
pensation and  vehicle  insurance). 

If  a  HME  dealer's  product  mix  is  heavily  reliant  on  products  which  require  fre- 
quent maintenance  or  patient  training,  ana  therefore,  several  visits  to  the  patient's 
home  are  reqiiired,  then  the  cost  of  providing  services  depends  on  the  cost  of  gaso- 
line and  the  time  and  distance  to  the  patient^  home.  In  areas  where  there  is  severe 
local  traffic  congestion  or  in  rural  areas  where  the  distance  to  the  patient's  home 
is  far,  operating  expenses  will  be  higher. 

Insurance  rates  can  vary  widely  from  state-to-state  and  can  also  vary  by  local 
community.  Workmen's  compensation  and  vehicle  insurance  rates,  for  example, 
range  from  $1.69  per  $100  to  $8.13  per  $100  and  $83  per  month  to  $280  per  month, 
respectively,  according  to  a  survey  of  national  HME  companies. 

m.     GOVERNMENTAL  COMPUANCE  COSTS 

The  cost  of  complying  with  government  regulations  can  be  exceedingly  high 
for  HME  dealers. 

The  cost  of  complying  with  government  reg\ilations  can  be  exceedingly  high  for 
HME  businesses.  While  federalregulations  are  standard  and  affect  dealers  imi- 
formly,  stateand  local  regulations  may  not.  Federal  regulations  are  those  related  to 
Medicare,  the  Food  and  Drug  Administration  (requirements  regarding  transpor- 
tation and  deliveiT  of  oxygen).  Department  of  Transportation  (regulations  regarding 
HME  delivery  vehicles),  and  OSHA  and  EPA,  ana  employer-paid  mandated  em- 
ployee benefits  (e.g.,  xmemplojmaent  compensation).  Regulations  which  vary  from 
state  to  state  or  locaUty  to  locahty  include  Medicaid  regulations',  state  and  local 
sales  tax  and  individual  state  Ucensure.^  For  example,  state  sales  tax,  which  is  pay- 
able on  Medicare  charges  but  is  not  reimbursable  from  Medic£ire  or  from  the  pa- 
tient, ranges  from  one  percent  in  Colorado  to  seven  percent  in  Washington.  As  ois- 
cussed  above,  certain  state  licensure  regulations  (e.g.,  California)  require  on-staff 
physician  medical  directors  and  respiratory  therapists;  however,  these  clinical  ex- 
penses are  not  reimbursable  by  Medicare.  In  addition,  private  accreditation  to  en- 
sure high  quality  of  care  is  widely  embraced  volimteuily  by  the  industry,  which  both 
improves  equality  and  relieves  the  government  of  quality  assurance  costs. 

m  addition,  several  HME  items  which  are  reimbursable  imder  Medicare  (e.g.,  oxy- 
gen) reqxiire  physician  completion  of  certificates  of  medical  necessity  (CMNs)  m 
order  to  document  the  patient's  medical  need  for  the  HME  item.  Theprocess  of  cer- 
tification and  recertification  can  be  complex  and  costly.  Thus,  HME  dealers  with 
product  lines  heavily  comprised  of  such  items  will  experience  much  greater  adminis- 
trative costs  than  dealers  with  a  different  product  mix. 

IV.     IMPACT  OF  HME  PRODUCTS  AND  SERVICES  ON  BENEFICIARY  QUALITY  OF  LIFE  AND 

COST  OF  CARE 

Frequently,  care  of  the  patient  at  home  is  a  substitute  for  more  expensive  in- 
stitutional care. 

Several  recent  studies  have  shown  that  the  care  needs  of  patients  in  nursing 
homes  and  home  health  care  have  increased  since  the  adoption  of  the 
prospectivepayment  system  for  hospitals  (DRGs).  This  trend  emphasizes  the  impor- 
tance of  HME  products  and  services  as  a  vital  component  in  the  continuiun  of  care. 
A  typical  pattern  of  home  care  delivery  is  characterized  by  home  hearth  care  work- 
ers who  provide  skilled  and  personal  care  and  HME  suppliers  who  provide  various 
types  of  equipment  and  services  including  oxygen,  life  support  respiratory  devices, 
intravenous  therapy,  and  home  medical  eqmpment,  such  as  hospital  beds  and 


^In  addition,  at  least  one  state  (Alabama)  impoees  a  rental  tax  on  dealers;  rental  taxes  may 
also  exist  at  the  local  level. 
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wheelchairs.  Frequently,  care  of  the  patient  at  home  is  a  substitute  for  more  expen- 
sive institutional  care  either  in  or  hospital  or  nursing  home. 

As  disciissed  above,  the  HME  suppher  not  only  provides  equipment  to  the  patient, 
but  HME  personnel  sdso  interact  with  physicians  and  home  care  professionals  to  en- 
siire  that  the  patient's  quality  of  life  and  quality  of  care  are  enhanced.  They  interact 
with  these  professionals  to  establish  the  patient  care  plan,  provide  education  to 
home  health  care  workers,  patients,  and  patients'  families  regarding  the  use  of 
home  medical  equipment.  Finally,  they  monitor  patient's  prc^ess  throughout  their 
dependence  on  the  equipment. 

Other  quality  issues  expected  of  HME  suppliers  include  timely  delivery  of  ec[uip- 
ment  and  availability  of  services  seven  days  a  week,  24  hotirs  a  day.  In  addition, 
as  the  American  Association  of  Continuity  of  Care  pointed  out  before  the  Sub- 
committee on  Health  of  the  House  Ways  and  Meems  Cformnittee.  "patients  who  live 
in  rural  areas  as  well  as  inner  city  "high  risk*  areas  are  expected  to  be  provided  the 
same  level  of  service  as  those  patients  living  in  conveniently  located  areas."  For 
many  patients,  the  HME  supplier  is  the  sole  provider  of  in-home  services  due  to 
stringent  eligibility  requirements  for  the  Medicare  home  hearth  care  benefit  It  is 
clear  that  if  HME  suppliers  were  not  able  to  provide  the  required  level  of  service, 
the  patient  could  not  be  cared  for  at  home.  In  addition  to  the  cost  savings  frequently 
associated  with  home  care,  the  patient  usually  prefers  to  be  cared  for  at  home,  and 
several  studies  demonstrate  improved  recovery  in  the  home  setting. 

Low  oxygen  reimbursement  amounts  imder  the  Medicare  "Six  Point  Plan"  already 
have  limited  beneficiary  access  to  oxygen  services  in  some  areas  of  the  coxmtry.  For 
example,  national  HME  dealers  have  closed  branches  in  states  with  low  reimburse- 
ment rates  and  discontinued  service  in  some  rural  communities.  The  Mayo  Clinic, 
for  example,  has  reported  that  it  can  no  longer  discharge  oxygen  and  ventilator-de- 
pendent patients  to  their  homes  because  HME  suppliers  can  no  longer  afford  to 
serve  these  patients.  As  a  result,  these  patients  must  remain  in  acute-care  settings, 
which  are  significantly  more  expensive  tnan  being  cared  for  in  their  homes. 

V.  CONCLUSIONS 

If  access  to  care  is  to  be  assured,  it  is  critical  that  reimbursement  consider 
these  local  differences. 

This  information  provides  evidence  that  the  cost  of  services  provided  by  local 
HME  dealerships  depends  uponmany  local  factors.  The  most  important  of  these  fac- 
tors isthe  cost  of  labor.  If  access  to  care  is  to  be  assured,  it  is  critical  that  reimburse- 
ment consider  these  local  differences.  The  Six  Point  Plan,  while  it  significantly  re- 
duces large  payment  veuriation,  continues  to  allow  regioneJ  variation.  The  Adminis- 
tration's proposed  budget  for  FY  1991,  however,  would  require  a  fee  schedule  based 
upon  national  median  charges.  This  plan,  if  enacted,  will  result  in  severe  reductions 
in  payments  for  particular  items  of  HME  in  many  geographical  areas.®  Information 
on  the  characteristics  of  the  industry  surest  that,  while  nationsJ  limits  on  payment 
may  be  appropriate,  local  and  regional  differences  must  be  considered. 

Attachment. 

Economic  Analysis  of  Home  Medical  Equipment  Services 

[Prepared  for:  Health. Industry  Distributore  Association,  Health  Indvistry  Manufacturers  Association,  and  the 
National  Association  of  Medical  Equipment  Suppliers] 

The  analjrses  completed  for  these  diagnoses  find  that  using  home  care  in  combina- 
tion with  inpatient  treatment  less  costljr  in  aU  cases  tlian  simply  usiag  inpatient 
treatment.  When  the  cost-benefit  analysis  includes  a  quahty  of  life  factor,  combina- 
tion inpatient/home  therapy  has  even  greater  savings.  Potential  savings  of  between 
$300  and  $2,330  per  patient  episode  have  been  identified  (see  Table  A).  As  seen  in 
the  table,  the  resorting  annual  savings  range  from  $500,000  to  $576  million. 


Table  A.-THE  COST  EFFECTIVENESS  OF  HOME  CARE  SAVINGS  TO  SOCIETY 
PER  QUALITY  ADJUSTED  EPISODE 


Type  of  Paltent 

Savings  per  Epbode 

Prev«tenc8 

Annual  Savings 

Hip  Fracture   

$2,300 

250,000/year 

$575,000,000 

"For  further  analysis  of  this  issue,  see  Lewin/ICF,  Analysis  of  the  Impact  of  Reimbursement 
Changes  on  the  Home  Medical  Equipment  Industry,  July  26,  1990. 
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Table  A.-THE  COST  EFFECTIVENESS  OF  HOME  CARE  SAVINGS  TO  SOCIETY 
PER  QUALITY  ADJUSTED  EPISODE— Continued 


Typeof  PaMent 

Savhgs  p»r  Epbod* 

PmvatonM 

Annual  Savings 

ALS  wfth  Pneumonte  

300 
520 

1,533/year 
93,184/year 

459,900 
48,455,680 

COPD  

Sourc*:  LswMCF  amdysia. 


The  pressure  on  the  providers  to  reduce  length  of  inpatient  stay  as  well  as  the 
development  of  locally  .managed  home  medical  equipment  services  that  allow  for 
more  care  in  the  home  are  larffel^  responsible  for  these  savings.  Physicians  are  in- 
creasingly aware  of  the  availabihty  of  home  medical  eqxiipment  and  home  hearth 
care  services  and  factor  these  choices  into  their  practice  decisions.  PuU  realization 
of  the  potential  of  home  health  care  services  and  home  medical  equipment  services 
can  achieve  significant  cost  savings  as  well  as  improve  patient  satisfaction. 

I.  INTRODUCTION 

The  literature  on  economic  analyses  of  therapeutic  interventions  includes  two  cat- 
egories of  articles:  those  that  consider  only  costs  (cost-identification  analyses)  and 
those  that  consider  both  cost  and  clinical  effectiveness  ("cost-effectiveness  analy- 
ses"). Cost-identification  analysis  attempts  to  identify  aU  of  the  costs  associated  with 
a  particxilar  therapy.  This  information  can  then  be  used  to  determine  the  least  cost- 
ly intervention.  In  the  case  of  home  IV  treatment  of  osteomyelitis,  for  example, 
many  euiicles  compeu-e  inpatient  to  outpatient  costs  In  order  to  determine  the  least 
expensive  treatment  settmg.  These  studies  may  not  consider  the  clinical  effective- 
ness of  edtemative  settings. 

In  order  to  estimate  cost  versus  effect,  a  "cost-effectiveness  study  must  be  initi- 
ated. While  there  are  several  types  of  cost-effectiveness"  analyses,  the  most  rel- 
evant technique  for  comparing  treatments  where  no  change  in  life  expectancy  is  an- 
ticipated, is  the  cost-benefit  anedysis  A  cost-benefit  cmalysis  compares  the  costs  and 
benefits  of  treatment  alternatives  by  placing  the  costs  and  benefits  in  the  same 
units  (usually  dollars).  For  example,  a  decrease  in  quality  of  life  associated  with  in- 
patient treatment  in  a  hospital  setting  could  be  quantified  and  considered  in  a  cost- 
benefit  analysis. 

There  has  been  a  great  deal  of  discussion  surrounding  the  importance  of  treat- 
ment setting.  With  the  advent  of  the  Medicare  prospective  pajrment  system  (PPS), 
other  cost  containment  policies,  and  the  development  of  new  technologies  which 
«dlow  more  diseases  to  be  treated  in  the  home  setting,  more  and  more  patients  are 
bein^  ccu-ed  for  entirely,  or  in  part,  in  the  home.  Home  medical  equipment  (HME) 
services  have  become  more  sophisticated  and  more  widely  available,  and  this  has 
clearly  been  a  driving  factor  behind  the  reduction  in  injpatient  hospital  days.  There 
has  been,  however,  no  attempt  to  systematically  identify  the  resulting  cost  savings 
from  home  care.  In  addition,  most  people  prefer  care  in  the  home  to  care  in  an  insti- 
tutional setting,  and  this,  therefore,  is  an  additional  benefit  of  home  care. 

Lewin/ICF  conducted  a  search  of  the  clinical  economic  literature  identifying  avail- 
able articles  examining  the  cost-effectiveness  of  treatment  in  the  home  setting.  Most 
studies  conducted  to  date  have  not  quantified  differences  in  effectiveness.  Tney  ei- 
ther assume  equivalent  effectiveness  between  treatment  settings  or  contain  no  men- 
tion of  effectiveness. 

A  two-part  analysis  was  completed:  a  cost-identification  similar  to  those  appearing 
in  the  literature  and  a  cost-benefit  analysis  which  compares  identified  costs  to  bene- 
fits, which  includes  a  qualitryr  of  life  factor.  As  has  been  done  in  many  previous  stud- 
ies, the  analysis  presented  m  tiie  following  sections  assumes  equal  effectiveness  be- 
tween treatment  groups.  Data  presented  m  a  recent  JAMA  article  comparing  j>re- 
and  post-PPS  data  support  this  assumption  of  equivalent  effectiveness.^  The  article 
reports  no  significant  increase  in  deaths  or  rehospitaUzation  rates  within  180  days 
for  five  major  diseases  including  hip  fi'actures  and  pnetmionia. 

There  are  several  ways  in  which  the  analysis  here  improves  upon  the  existing 
cost-effectiveness  literature  for  home  therapy.  First,  we  will  compare  length  of  stay 
between  treatment  settings  and  compute  additional  costs  due  to  an  increase  in 
treatment  days-  many  studies  identified  so  far  have  not  done  this.  Second,  our  sec- 
tion on  cost  of  home  equipment  and  supplies  should  be  superior  to  any  similar  sec- 
tion foimd  in  the  literative  to  date.^  Third,  our  study  incorporates  quality  of  life, 
which  has  not  been  done  in  any  of  the  studies  identified  in  the  literature  although 
it  has  been  clearly  recognized  as  a  benefit  of  home  care.  Analysis  of  specific  patient 
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episodes  including  hip  fracture,  ALS  with  pneumonia,  and  COPD  follows  a  general 
discussion  of  economic  evaluations. 

n.     OVERVIEW  OF  GENERAL  METHODS  FOR  ECONOMIC  EVALUATIONS 

A.  Perspective 

When  designing  a  cost  analysis,  it  is  important  to  determine  the  perspective  of 
the  study.  The  analysis  can  be  considered  from  an  individual's  perspective,  from  a 
provider  s  perspective,  from  a  payor's  perspective  (such  as  HCFA),  or  from  the  per- 
spective of  society  as  a  whole.  Many  times,  the  results  of  an  economic  analysis  will 
differ  depending  on  the  perspective  of  the  analysis.  A  brief  description  of  each  per- 
spective follows  with  the  hypothesized  results. 

2.  Individual 

From  the  individual's  perspective,  due  to  health  instance  coverage  patterns,  in- 
patient care  is  generally  less  costly  than  care  in  the  home  setting.  In  the  home  set- 
ting the  individual  incurs  additional  costs:  higher  co-payments  for  outpatient  medi- 
cal care,  non-medical  costs  (e.g.,  transportation,  housekeeping,  etc.),  and  equipment 
euid  supply  costs  not  covered  by  insurance  eitner  pubhc  or  private.  Most  of  these 
costs  would  be  covered  by  the  patient's  acute-care  insurance  in  the  inpatient  setting. 
If  an  individual  prefers  to  recover  in  a  home  setting,  quality  of  life  considerations 
may  shift  the  results  of  the  analysis  in  favor  of  home  therapy.  Quality  of  life,  how- 
ever, is  difficult  to  quantify  and  usually  is  regarded  as  a  subjective  measure. 

2.  Provider  (Hospital  and  Physician) 

The  Medicare  Prospective  Payment  (PPS)  system  provides  incentives  to  minimize 
len^h  of  stay  since  payment  does  not  depend  on  time  in  the  hospital.  In  the  out- 
patient setting,  the  physician  receives  additional  reimbursement  for  subsequent 
physician  visits  and  me  hospital  may  be  reimbursed  for  additional  outpatient  lab- 
oratory tests,  outpatient  services,  and  emergency  room  use.  Thus,  the  results  of  a 
cost-effectiveness  study  from  the  hospital's  cuid,  possibly  the  physician's,  perspective 
are  likely  be  in  favor  of  home  therapy. 

3.  Tliird  PaHy  Payers 

The,  results  of  a  cost-effectiveness  study  from  the  insurer's  perspective  would  like- 
\y  be  against  home  therapy  for  the  same  reasons  that  the  provider's  would  be  in 
mvor  of  treatment  in  an  outpatient  setting.  In  a  combination  of  inpatient  and  out- 
patient treatment  settings,  the  insurer  would  reimburse  the  provider  for  hospital 
care,  subsequent  physician  visits,  laboratory  tests^  and  emergency  room  use.  In  ad- 
dition, they  may  reimburse  for  some  home  nursing  care  costs  and  home  medical 
equipment,  supply  and  service  costs.  In  the  case  of  Medicare,  expenditures  for  treat- 
ment in  the  inpatient  setting  include  only  the  lump-sum  DKG  payment  which  does 
not  depend  on  length  of  stay.^  If  outlier  expenditures  are  avoided  by  discharge  to 
home  care,  the  predicted  reenilt  of  the  cost-benefit  analysis  could  change,  and  home 
therapy  may  be  less  expensive.  Over  time,  however^  even  imder  the  Medicare  sys- 
tem, if  patients  are  treated  at  lower  cost,  the  relative  weight  for  the  DRG  will  be 
reduced,  resulting  in  program  savings  in  tne  long-run. 

4.  Society 

When  an  analysis  is  conducted  from  the  viewpoint  of  society  as  a  whole  it  exam- 
ines the  use  of  health  care  and  other  resources  regardless  of  who  is  paying  for  them. 
Most  of  the  articles  identified  in  the  literature  search  contain  analyses  from  this 
perspective.  These  studies  usually  find  that  a  combination  of  inpatient  care  and 
home  care  uses  fewer  total  health  care  resources  than  recovery  only  in  an  inpatient 
setting  if  home  care  can  significantly  reduce  inpatient  costs. 

After  considering  the  perspectives  listed  above,  Lewin/ICF  chose  to  analyze  the 
total  costs  and  benefits  of  home  therapy  to  society. 

B.  General  Methods  for  Calculation  of  Costs 

Costs  are  probably  the  best  defined  characteristic  appearing  in  the  clinical  eco- 
nomic literature.  The  type  of  costs  considered  are  direct  costs  (medical  expenses 
such  as  hospital,  physician,  laboratory,  and  home  medical  equipment)  and  indirect 
costs  (treatment  induced  loss  of  productivity  and  waffes).  Strategies  for  calculation 
of  costs  for  the  two  treatment  methods  are  detailed  below. 

2.    Inpatient  Treatment 
•  Inpatient  Costs — ^Hospital  charges  are  readily  available,  but  costs  are  more 
difficult  to  estimate.  Many  studies  have  used  payment  under  the  Medicare  DRG 
S3rstem  as  a  proxy  for  hospital  costs.  Other  inpatient  costs  include  physician  re- 
imbursement, where  Medicare  allowable  charges  for  physician  services  can  be 
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used  to  quantify  physician  costs.  In  this  analysis,  hospital  payments  under  the 
Medicare  DRG  system  were  used  as  a  proxy  for  inpatient  costs  since  the  data 
are  readily  available  and  current  DRG  payment  weights  are  updated  annually 
by  using  actual  charge  data.  Use  of  Medicare  pajmaent  amounts  also  allows  us 
to  incorporate  changes  in  resource  use  over  time  by  using  the  DRG  relative 
weights  to  estimate  costs.  For  example,  the  1984  weight  for  a  particular  ORG 
reflects  normal  practice  at  that  time,  prior  to  the  avaUability  of  many  types  of 
home  medical  equipment  services.  The  1990  weight  incorporates  changes  in  re- 
source xise  associated  with  the  availability  of  these  services.  Therefore,  in  cal- 
culating inpatient  costs  we  applied  the  1984  DRG  weight  to  the  1990  standard- 
ized payment  amotmt  to  calculate  hospital  costs  when  stays  were  longer.  The 
1990  weight,  along  with  the  1990  payment  amount  was  used  to  represent  the 
resoiirce  costs  associated  with  the  shorter  inpatient  stay. 

•  Non-medical  Costs — While  in  the  hospital  a  patient  may  incur  non-  medical 
home  costs,  for  example,  housekeeping  and  child  care  costs. 

•  Indirect  Expenses — Work  days  and  subse<|[uent  income  lost  due  to  illness 
are  among  the  most  jfrequently  considered  indirect  costs.  For  non-working  pa- 
tients, indirect  expenses  are  considered  to  be  the  costs  associated  with  an  indi- 
vidual's inability  to  perform  his  or  her  usual  activities.  Both  of  these  indirect 
expenses  can  be  combined  into  a  single  measure  such  as  bed  disability  days.  For 
the  purposes  of  our  analysis,  the  cost  of  a  bed  disability  day  is  assumed  to  be 
the  minimum  hourly  wage. 

2.    Home  Care 

•  Inpatient  Costs — ^Patients  to  be  examined  in  this  study  are  initially  admit- 
ted to  the  hospital  and  subsequently  released  to  continue  therapy  in  the  home 
setting.  Thus,  these  patients  will  also  incur  some  portion  of  the  inpatient  costs 
discussed  above.  The  costs  are  estimated  by  dividing  the  total  inpatient  costs 
by  the  average  length  of  stay.  Costs  are  then  adjusted  to  reflect  an  increase  in 
use  of  hospital  resources  during  the  initial  days  of  treatment.  For  example, 
Eisenberg  and  Kits,*  completing  a  cost-effectiveness  analysis  of  home  IV  ther- 
apy, midtiply  the  inpatient  per  diem  amount  hy  1.25  to  reflect  a  26  percent  in- 
crease in  resource  use  during  the  initial  days  of*^ treatment. 

•  Outpatient  Hospital  and  Physician  costs — Over  the  course  of  outpatient 
therapy,  the  patient  may  require  visits  to  the  physician,  outpatient  department, 
the  emergency  room,  and  possibly  laboratory  costs. 

•  Personnel — This  category  includes  expenditures  on  home  nursing  care  or 
personal  care.  In  addition,  frequently  these  personnel  provide  necessary  train- 
ing to  families  so  that  they  can  provide  required  care. 

•  Home  Medical  Equipment  Supplies  and  Services — ^This  includes  the  cost 
of  cdl  equipment  and  supphes  required  for  home  care  as  well  as  the  cost  for  set- 
up, delivery  and  training  of  family  members  in  the  use  of  the  equipment.^ 

•  Indirect  Expenses — ^These  costs  are  identical  to  those  discussed  in  the  inpa- 
tient treatment  section  above. 

C.  Benefits 

While  costs  tend  to  be  well  defined  in  the  clinical  evaluation  literature,  benefits 
are  generally  not  considered.  The  cost-benefit  analysis  portion  of  our  study  will  in- 
clude the  evaluation  of  the  major  benefit  of  home  care,  namely  improvements  in 
quaUty  of  life  resulting  from  the  patient  being  cared  for  in  the  home.  Unfortimately, 
changes  in  quality  of  life  are  difficult  to  quantify  in  economic  terms.  In  this  analysis, 
we  propose  to  ac^ust  the  inpatient  treatment  days  (i.e.,  increase  the  total  days  of 
the  stay)  to  reflect  a  decrease  in  quality  of  Hfe  resulting  from  the  hospital  stay.  The 
number  of  toted  quality-adjusted  treatruent  days  could  then  be  multiplied  by  the  av- 
erage deiily  inpatient  cost  as  a  method  of  incorporating  quality  of  life  into  the  model. 
While  there  are  clearly  many  additional  benefits  in  terms  of  quality  of  life,  we  were 
limited  in  our  analysis  to  those  which  could  be  (]^uantified. 

In  order  to  define  the  decrease  in  quality  of  life  attributable  to  inpatient  hospital 
stay,  the  literature  in  this  area  was  reviewed.  Of  aU  of  the  evaluations  identified, 
the  Quality  of  Well  Being  Scale  developed  by  Dr.  Robert  Kaplan^  was  most  suited 
to  our  EUialysis  due  to  its  reproducibility,  community-wide  rather  than  population- 
specific  basis,  and  broad  acceptance  in  the  literature.  The  Quality  of  WeU  Being 
Scale  assigns  a  weight  to  various  health  states  represented  by  descriptions  of  func- 
tional impairments  and  sjrmptoms.  The  functional  impairment  component  is  divided 
into  three  scales  representing  different  aspects  of  daily  functioning — ^mobility,  phys- 
ical activity,  and  social  activity — ^whereas  the  symptoms  component  is  comprised  of 
a  list  of  symptomatic  complaints  that  might  impair  quality  of  life. 
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Our  analysis,  a  comparison  of  inpatient  and  outpatient  treatment  strategies,  con- 
cerns only  the  ftinctional  impairment  component  of  the  scale;  patient  symptoms  do 
not  change  with  treatment  setting.  Two  studies  quantifying  the  Quality  of  Well 
Beinff  Sc«de  were  used  in  our  study  to  adjust  for  quality,  one  by  Dr.  Robert  Kaplan 
(Kaplan)  and  a  second  completed  by  the  Oregon  Health  Services  Commission''  (Or- 
egon). Table  1  lists  the  levels  of  the  functional  component  cmd  the  weights  associ- 
ated with  the  two  studies.  In  our  analysis,  we  have  assumed  that  two  factors,  hos- 
pital or  niu'sin^  home  (mobility)  and  Imiitations  in  role  activity  (social  activity)  de- 
scribe the  quality  of  life  differences  between  the  hospital  and  home  treatment  set- 
ting. As  shown  in  Table  1,  for  example,  according  to  these  studies  a  day  spent  in 
the  hospital  or  nursing  home  is  valued  at  6.3  percent  less  than  a  day  of  complete 
mobility. 

In  ovir  analysis  we  have  assumed  that  all  patients,  regardless  of  treatment  set- 
ting, wo\ild  be  unable  to  drive  a  car  or  use  public  transportation,  would  not  be  able 
to  engage  in  significant  physical  activities,  and  woixld  need  help  using  the  bathroom 
and  eating.  The  only  differences  in  quality  of  life,  therefore,  relate  to  being  in  the 
hosjpital/nursing  home  (-6.31/-9.0  percent)  and  with  being  able  to  assvmie  their  role 
activity  (-6.3/-6.1  percent).  Therefore,  we  estimate  that  the  decrease  in  quality  of 
life  associated  with  inpatient  ho^ited  stay  varies  between  12.6%  in  the  Oregon  scale 
and  15.1%  in  the  Kaplan  scale.  Our  analysis  adjusts  the  number  of  inpatient  treat- 
ment days  to  reflect  the  mean  decrease,  13.85%  (12.6  +  15.1  +  2).  ana  recalculates 
the  costs  associated  with  inpatient  treatment.  Thus,  one  inpatient  day  is  adjusted 
to  1.1386  inpatient  days  and  costs  are  recomputed  using  the  number  of  adjusted 
treatment  days. 

TaWe  1.-QUALITY  OF  LIFE  ADJUSTMENT  FACTORS 


M^or  compMnt 


Oregon  wsiyht 


VmwAm-n  iiialiJil 


MobDIty: 

Hospital  or  nursing  home  

Unable  to  drive  a  car  or  use  public  transportaton  

Physical  aclMty: 

In  bed  most  of  day  or  In  wheelchair  not  under  indlviduars  control 

In  bed  or  wheelchair  but  could  control  

Social  activity: 

Need  help  eating  and  using  bathroom  

Limited  In  role  activity  

Sourc*:  LswMCF  analysis  of  «w  Marature. 


-.063 

-.090 

-.053 

-.082 

-.597 

-.080 

-.398 

.077 

-.108 

-.108 

-.083 

-.081 

D.  Time  Frame 

The  time  frame  to  be  evaluated  in  this  study  will  differ  by  patient  diagnosis.  Most 
studies  will  examine  only  the  acute  portion  of  the  episode  (i.e.  the  initial  hospitaUza- 
tion  and  immediate  post-hospital  care)  although  some  of  the  disease  categories  con- 
sidered are  chronic  conditions. 

E.  Patient  Population 

This  study  is  conducted  from  the  perspective  of  societjr  as  a  whole;  therefore,  costs 
are  considered  which  do  not  vary  by  payor.  Setting  aside  payor  considerations  al- 
lows the  analysis  to  incorporate  any  type  of  patient  regardless  of  instirance  coverage 
(i.e.  Blue  Cross  managed  care,  or  Medicare). 

ni.     ECONOMIC  EVALUATION  OF  HOME  CARE 

Our  analysis  comparing  hospital  to  home  therapy  will  fociis  on  three  types  of  pa- 
tient diagnoses  where  availability  of  home  medical  equipment  services  has  dramati- 
ccdly  improved  our  ability  to  care  for  people  in  the  home.  These  include: 

•  Hip  Fracture 

•  Amyotrophic  Lateral  Sclerosis  (ALS)  with  pneumonia 

•  Chronic  Obstructive  Pulmonary  Disease  ((jOPD) 

A.    Hip  Fractures 

It  is  estimated  that  the  United  States  spends  over  a  billion  dollars  annuedly  on 
250,000  hip  fractures.®  The  high  occurrence  rate  and  cost  associated  with  this  condi- 
tion suggest  the  need  for  an  economic  evcduation  of  alternative  treatment  strategies. 
Two  meun  treatment  Strategies  are  evaluated  in  this  analysis: 
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•  Strategy  1:  Inpatient  treatment  for  hip  fracture  with  home  care  for  recovery 
(inpatient) — This  treatment  course  provides  16.9  days  of  care  in  the  hospital  fol- 
lowed by  9  weeks  (63  days)  of  home  care.®  It  is  assimied  that  27.3  percent  of 
patients  require  home  medical  equipment  services  during  home  care.^" 

•  Strategy  2:  Shorter  inpatient  stay  combined  with  more  intensive  home  care 
for  recovery — Length  of  inpatient  stay  for  this  treatment  strategy  is  assumed 
to  be  10.1  days,^^  followed  by  68.8  days  (9  weeks  plus  6.8  days)  of  home  and 
outpatient  treatment  with  36%  ®  of  the  patients  requiring  home  medical  equip- 
ment services. 

This  analysis  examines  the  differences  in  cost  and  effectiveness  associated  with 
these  two  strategies.  It  should  be  noted  that  our  analysis  focuses  on  differences  in 
the  cost  of  the  two  treatments;  where  costs  eire  identical  we  make  no  attempt  to 
quantify  them. 

A  large  majority  of  hip  fractures  occur  in  the  elderly;  thus  where  actual  cost  data 
were  unavailable,.  Medicare  reimbm-sement  rates  were  used  as  a  proxy  for  costs. 
Costs  considered  include  direct  (medical  expenses  such  as  hospital,  physician,  and 
laboratory)  and  indirect  (treatment  induced  loss  of  productivity  and  wages)  costs. 
Because  a  hip  fracture  is  usually  treated  in  a  discrete  time  period,  lifetime  costs  are 
not  considered.  Rather,  the  analysis  examines  costs  associated  with:  (1)  the  initial 
hospitalization;  and  (2)  home  care  for  the  remainder  of  the  episode.  Cost  strategies 
for  the  two  treatment  methods  are  detailed  below.  Non-medical  costs  such  as  house- 
keeping, child  care,  and  transportation  are  assumed  to  be  the  same  for  both  treat- 
ment strategies  and  are  not  quantified  in  the  analysis. 

1.    Calculation  of  Costs 

a.  Inpatient  Treatment 

•  Hospital  Inpatient  Costs — ^Medicare  DRGs  are  used  to  estimate  hospital 
costs.  In  FY  1984,  DRG  211  had  a  weight  of  1.9360,  corresponding  to  a  payment 
of  $6,600.21  in  1990  to  the  average  urban  hospital  in  cities  with  less  than  one 
million  population,  excluding  pass-through  costs  (medical  education  and  cap- 
ital). 

•  Physician  Inpatient  Costs — Physician  costs  for  inpatient  treatment  are 
similar  to  physician  costs  for  the  comnination  treatment  with  the  only  difference 
being  that  the  physician  will  be  required  to  visit  the  patient  once  for  each  of 
the  additional  5.8  days  the  patient  is  hospitalized.  In  1988,  CPT4  code  90260 
(Subsequent  Hospital  Care  Each  Day,  Intermediate  Services)  corresponded  to  a 
Medicare  allowable  charge  of  $30.40  ($36.85  in  1990  dollars).  Therefore  the  ad- 
ditional physician  costs  attributed  to  the  increase  in  inpatient  length  of  stay  to- 
taled $207.93  (36.86  *  5.8). 

b.  Inpatient  in  Home  Treatment 

•  Inpatient  Costs — ^The  daily  inpatient  cost  is  derived  by  dividing  the  total 
DRG  payment  by  the  average  length  of  stay.  To  compute  the  costs  incurred  dar- 
ing the  inpatient  portion  of  the  combination  treatment  program,  we  multiply 
the  daily  cost  by  the  number  of  required  inpatient  days,  adjusted  to  account  for 
an  increase  in  use  of  hospital  resources  during  the  initial  days  of  an  inpatient 
stay.  Fitzgerald  et  al.^^  report  that  there  are  more  sessions  of  physical  therapy 
given  per  post-operative  day  in  the  post-PPS  data  than  in  the  pre-PPS  data.  Ap- 
plying the  proportions  reported  in  his  article  to  our  length  of  stay  data  results 
in  14.1  adjusted  inpatient  days.  Thus,  the  total  inpatient  cost  incurred  during 
combination  therapy  amounts  $4,383.83.*' 

•  Physician  Inpatient  Costs— Costs  associated  with  physician  care  during 
the  initial  hospital  days  are  incurred  under  both  strategies  and  do  not  need  to 
be  considered. 

•  Outpatient  Hospital  and  Physician  Costs — ^Average  per  patient  costs  in- 
curred during  outpatient  therapy  as  reported  by  Grazier  et.  aP  are  shown  in 
Table  2.  These  measures  are  derived  by  dividing  total  expenditures  in  these 
areas  for  hip  fractures  by  the  incidence  of  hip  fractures.  Length  of  therapy  for 
the  inpatient  strategy  is  assumed  to  be  9  weeks,  while  patients  undergoir^  com- 
bination therapy  incur  an  additional  6.8  days  of  services  at  a  cost  of  $32.69  or 
$93.49  in  1990  dollars. 
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Table  2.-EXPENDITURES  PER  HIP  FRACTURE 

[In  1977  dollars] 


Outpaflent  and  emergency  room  Institutional  services 

Outpatient  diagnostic  and  therapeutic  services   

Physician  office,  outpatient,  and  emergency  room  

Drugs  (Prescrlpllon  In  a  physician  setting)   


Total 


$22.00 
214.35 
88.87 
29.91 


$355.13 


Source:  Grazier  LK,  HoJbrock  TL,  and  Kebey  JL  Th»  Frequsncy  of  Occurrence,  impact,  and  Cosh  of  Musculoekeletal  ConcWone  In 
tfie  Unked  Statee,  Amertcan  Academy  of  Orihopaedk  Surgeons,  1984. 

•  Home  Health  Agency  Personnel — A  recent  paper  reports  home  health 
utilization  by  Medicare  patients  for  specific  diagnoses.  The  number  of  home 
health  visits  to  hip  fractiu'e  patients  and  the  cost  of  a  home  health  visit  are  pro- 
vided in  Table  3.  Estimates  of  per  vicit  charges  are  based  on  1987  allowed 
charges  inflated  to  1990  dollars  at  a  rate  of  5.6%  per  year.^^  Length  of  therapy 
for  the  inpatient  strategy  is  assumed  to  be  9  weeks,  while  patients  receiving  in- 
patient and  home  therapv  incur  an  additional  5.8  days  of  services  at  a  charge 
of  $194.79.  When  85%  ot  charges  are  used  as  a  proxy  for  costs,  the  total  cost 
attributable  to  combination  therapy  is  $165.67  (2,115.77  +  63  *  5.8  *  0.85). 

Table  3.-H0ME  HEALTH  AGENCY  VISITS  PER  PATIENT  EPISODE 


VIsfts 

Charged 

Total  charge 

8.56 

$74 

$633.44 

Home  health  aide  

7.63 

55 

419.65 

12.83 

75 

96225 

Occup/speech/soclal  work  

121 

83 

100.43 

Total  

$2,115.77 

Source:  Branch  L  Goldberg  H.  Cheh  V  et  at  Medicare  Home  Heath  CHente:  Who  Are  Thev  and  What  Services  Do  They  Receive 
During  an  Episode  of  Care?  SutrniKed  to  the  Health  Care  Financing  Review,  April  1^. 

•  Home  Medical  Equipment,  Supplies,  and  Services — In  1981  (pre-PPS) 
27.3%  of  the  patients  dischaived  from  the  hospital  needed  home  medical  equip- 
ment (HME).  By  1986  (post-PPS)  the  percentage  had  increased  to  35.0%.^  As- 
suming that  the  7.7  percentage  point  mcrease  m  the  nimiber  of  HME  users  is 
due  to  early  discharge  from  the  hospital  (i.e.  inpatient  and  home  therapy)  the 
additional  cost  of  HME  for  the  inpatient/home  therapy  is  0.077  *  cost  of  HME 
plus  an  additional  5.8  days  of  eqmpment  use  for  all  patients  needing  eq\iipment 
because  of  early  discharge.  As  can  be  seen  in  Table  4,  the  average  cost  of  HME 
is  $450.12.^®  This  corresponds  to  an  additional  equipment  and  supplies  expense 
attributable  to  combination  therapy  of  $49.16  ((.35  *  450.12  -63  *  5.8)  +  .077 

*  450.12). 


Table  4.-H0ME  MEDICAL  EQUIPMENT,  SUPPLIES  AND  SERVICES  PER  EPISODE, 

1990 


Hotm  Medk;al  Equipment 

Rental/Purchase 

FeVPrice 
(9  weeks) 

Source 

Hospital  bed,  manual   

Walker-wheeled  

Rental  

Rental  

$192.53 
49.77 
67.84 
41.40 
98.58 

450.12 

Sample  of  Medteare  Fee  Schedules 
Sample  of  Medk;are  Fee  Schedules 
Sample  of  Medk;are  Fee  Schedules 
85%  of  Prtee 
85%  of  Prtee 

Toilet  safety  rails  

Transfer  batf>  bench  

Purchase  

Purchase  

Total  cost  (9  weeks)  

2.  Results 

The  results  of  our  analysis  indicate  that  the  move  towards  reduced  inpatient  stay 
along  with  home  care  has  saved  society  approximately  $2,000  per  episode  in  health 
care  resoxirces  (Table  5).  The  savings  are  even  larger  when  quality  of  life  is  factored 
into  the  analysis.  Adjusting  the  nimiber  of  inpatient  treatment  days  to  reflect  the 
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mean  decrease,  3.85%,  and  recalculating  the  costs  associated  with  inpatient  treat- 
ment, results  in  a  savings  of  $2  300  per  episode.  Thus,  treatment  of  hip  fractures 
by  combination  therapy  is  both  cheaper  and  more  cost  effective  than  inpatient  ther- 
apy. In  fact,  the  United  States  could  save  approximately  $575  million  if  all  250,000 
annual  hip  fractures  were  treated  using  a  longer  period  of  home  care. 

B.   ALS  with  Pneumonia 

Approximately  4,600  Americans  develop  Amyotrophic  Lateral  Sclerosis  (AI>S)  each 
year.  ALS,  also  known  as  Lou  Gehrig's  disease,  is  a  degenerative  disease  that  is 
usually  diaffnosed  around  age  56.  The  disease  paralyzes  voluntary  muscles,  but 
leaves  people  alert  and  able  to  think  clearly.  Eventually,  muscles  associated  with 
breathing  begin  to  weaken  and  patients  are  susceptible  to  life  threatening  infections 
such  as  pneumonia.  Once  diagnosed  as  having  ALS,  the  mean  survival  rate  is  three 
years.  At  some  point  during  those  three  years,  ALS  patients  will  require  home  medi- 
cal equipment  services  for  the  rest  of  their  lives. 

The  degenerative  nature  of  ALS  results  in  a  strong  preference  towards  treatment 
in  the  home  setting.  This  preference  for  home  treatment  suggests  a  need  for  a  cost- 
effectiveness  study  comparing  inpatient  and  home  therapy  for  the  treatment  of  ALS 
induced  conditions  such  as  pneumonia.  The  two  main  treatment  methods  compared 
in  this  analysis  are: 


Table  5.-C0ST  COMPARISON  OF  INPATIENT  AND  INPATIENT/HOME  TREATMENT 

OF  HIP  FRACTURES 


Cost  Comporwnt 

Inpattont  treatrmnt  strategy  1 

InpaVsntfTlcrm  treatrmnt 
slratsgy  2 

Hospital  Inpatient  costs  

$6,500.21 
+$207.93 

none 

none 

none 

$4,383.83 

none 

+$93.49 
+$165.57 

+$49.16 

Total   

6,708.14 
+321.79 

4,692.05 
none 

Quality  of  Life  Adjustment   

7,029.93 

4,692.05 

InpaUanyHofM  traalinant  saves  $2,016.19  per  episode. 
InpaHenVHome  treatment  saves  $2,337.68  per  quanty-a<fuBted  episode. 
Notee: 

A  plus  value  in  one  column  reflects  an  Incremental  cost 

Total  costs  are  used  for  comparison  only  and  do  not  reflect  total  cost  of  an  episode 


•  Strategy  1:  Inpatient  treatment  for  ALS-related  pneumonia — ^The  pa- 
tient reauires  inpatient  treatment  for  8.5  day^s  and  is  then  released  to  the  home 
setting  for  follow-up  treatment.  All  ALS  patients  require  home  medical  equip- 
ment upon  discharge. 

•  Strategy  2t  Shorter  inpatient  stay  combined  with  more  intensive 
home  therapy — ^Tlie  patient  receives  only  7.2  days  of  inpatient  therapy  and 
substitutes  the  additional  1.3  days  of  inpatient  therapy  seen  in  Strategy  1  for 
1.3  days  of  care  in  the  home  using  medical  equipment  for  support. 

Costs  considered  in  our  analysis  are  direct  (medical  expenses  such  as  hospital, 
physician,  and  laboratory)  costs.  Indirect  costs,  such  as  treatment-induced  loss  of 
productivity  and  wages,  are  considered  to  be  equivalent  between  settings  due  to  the 
debilitating  nature  of  the  disease.  Because  ALS  varies  widely  in  severity  and  dura- 
tion of  iUness,  a  discrete  episode  of  pnevmionia  is  analyzed  as  the  time  frame  and 
lifetime  costs  are  not  considered.  Non-medical  costs  such  as  housekeeping,  child 
care,  and  transportation  are  assumed  to  be  equal  between  both  treatment  strategies 
and  are  not  quantified  in  the  analysis. 

1.    Calculation  of  Costs 

a.    Inpatient  Treatment 

•  Hospital  Inpatient  Costs— Medicare  DRGs  are  used  to  calculate  this 
amount.  In  FY  1990,  DRG  89  (Simple  Pneimionia  +  Pleurisy  Age  >  17  w/  cc) 
had  a  weight  of  1.1029,  corresponding  to  a  payment  of  $3,704.92  to  the  average 
other  urban  hospital. 

•  Physician  Inpatient  Costs — ^Physician  costs  for  inpatient  treatment  are 
similar  to  physician  costs  for  inpatient/home  treatment.  The  difference  is  only 
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the  additional  hospital  stay  associated  with  inpatient  treatment.  Thus,  the  ini- 
tial expenditiires  will  cancel  out  and  the  only  relevant  physician  costs  are  visits 
during  additional  hospital  days.  We  are  assmning  one  physician  visit  per  day. 
In  1988,  CPT4  code  90260  corresponded  to  an  allowable  charge  of  $30.40  or 
$35.86  in  1990  doUars.  The  1.3  day  increase  in  inpatient  stay  corresponds  to 
an  extra  1.3  physician  visits  at  a  cost  of  $46.61. 

6.    Inpatient  I  Home  Treatment 

•  Inpatient  Costs— The  hospital  portion  of  the  inpatient  daily  cost  is  derived 
by  dividing  the  total  DRG  pajrment  by  the  length  of  stay.  To  compute  the  inpa- 
tient costs  incurred  during  the  inpatient  portion  of  an  inpatient/home  treatment 
program,  we  multiply  the  daily  cost  by  the  number  of  inpatient  days.  The  aver- 
age cost  per  inpatient  stay  is  ($4,040.96+8.5)  *  7.2  =  $3,422.93. 

•  Physician  Inpatient  Costs — Cancels  out  with  physician  visits  described  in 
the  inpatient  section. 

•  Hospital  and  Physician  Costs — recent  study  indicates  that  clinic  visits 
and  EK  visits  have  not  demonstrated  a  significant  change  between  pre-PPS  and 
post-PPS.» 

•  Home  Health  Agency  Personnel — An  Abt  Study  reports  home  health 
usage  by  patient  diagnosis.  The  number  of  home  health  visits  to  patients  and 
the  cost  of  a  home  health  visit  are  provided  in  Table  6.  Estimates  of  charges 
per  visit  are  based  on  1987  charges  inflated  to  1990  dollars  at  a  rate  of  5.6% 
per  year.^'*  The  additional  charge  for  home  health  visits  totals  $33.93  (See  Table 
6).  When  85%  of  charges  is  used  as  a  proxy  for  costs,  the  total  cost  attributable 
to  inpatient/home  therapy  is  $28.84. 

•  Home  Medical  Equipment,  Supplies,  and  Services — ^It  is  assumed  that 
all  ALS  patients  will  require  home  medical  equipment  services  upon  discharge 
from  the  hospital.  It  is  further  assiuned  that  inpatient/home  treatment  will  re- 
quire an  additional  1.3  days  of  home  medical  eqtiipment  costs.  To  obtain  cost/ 
month,  purchase  prices  were  reduced  by  15%  emd  distributed  over  an  18  month 
period. 

Table  6.-H0ME  HEALTH  AGENCY  VISITS  FOR  PNEUMONIA  PATIENTS  PER 

EPISODE 


Typ«  of  home  visit 


Post-PPS  visls 


Skilled  Nursing   

Home  Health  Aide 


0.455 
0288 


Source:  AM  Assodatw  Inc.:  EpisodM  of  hiospitanzallon  and  PPS-Worldng  Paper,  September  21,  1988. 

Table  7  displays  the  monthly  cost  associated  with  home  medical  equipment,  sup- 
plies and  services,  $940.88.  The  cost  associated  with  1.3  days  of  equipment  is 
$40.21. 

Table  7.-H0ME  MEDICAL  EQUIPMENT,  SUPPLIES  AND  SERVICES  USED  BY 

ALS  PATIENTS 
[in  1990  dollars] 


Source 


Oxygen— Portable   

Oxygen— Stationary  

H(»pital  Bed-Electric  .... 

Bed  Trapeze  

Walker  

Bedside  Commode  

Flotaflon  Matfress  

Toilet  Safety  RaHs  

Bathtutj/Shower  Chair  .... 

Total  Costs  per  month 

Source:  l.ewiMCF. 


Sample  of  Medicare  Fee  Schedules 
Sample  of  Medicare  Fee  Schedules 
Sample  of  Medicare  Fee  Schedules 
Sample  of  Medicare  Fee  Schedules 
Sample  of  Medicare  Fee  Schedules 
Sample  of  Medicare  Fee  Schedules 
Sample  of  Medicare  Fee  Schedules 
85%  of  Purchase  Price  /1 8  months 
85%  of  Purchase  Price  /1 8  months 
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2.  Results 

The  results  of  the  cost-identification  analysis,  detailed  in  Table  8,  indicate  that 
treatment  of  ALS  patients  with  pneumonia  in  an  outpatient  setting  saves  approxi- 
mately $260  in  health  care  resources.  When  quality  of  life  is  factored  into  the  analy- 
sis, the  cost  savings  attributed  to  combination  therapy  increases  to  $300.  Thus,  com- 
bination treatment  of  pneumonia  is  both  cheaper  and  more  cost-effective  than  inpa- 
tient treatment.  Assuming  that  one- third  of  all  AI^  patients,  1,633,  require  treat- 
ment for  pneumonia  each  year,  society  could  save  approximately  $460,000  by  choos- 
ing a  treatment  strategy  that  includes  more  intensive  home  therapy  with  a  shorter 
inpatient  stay. 


Table  8.-C0ST  COMPARISON  OF  TREATMENT  OF  PNEUMONIA  IN  ALS  PATIENTS 


Cost  Cofflporwrt 

Inpatisnt  trMbrwnt  strategy  1 

InpaOsnVHome  trsalment 
siralsgy  2 

Hospital  Inpatient  costs  ,  

$3,704.85 
446.41 
none 
none 

$3,422.93 
none 
+28.84 
+40.21 

Home  medical  equipment,  supplies  and  seivlces   

Total   

3,751.26 
+45.50 

3.491.98 
none 

Adjusted  total   

3,796.76 

3,491.98 

tnpsVsnVHonM  trsatmsnt  saves  $25928  pw  spbods. 
{npaOsnVHoms  trealmsnt  saves  $304.78  per  quaRy-ac^usted  epieode. 
Notes: 

A  plus  value  In  one  column  reflects  an  Incremerial  cost 

Total  costs  are  used  for  comparison  only  and  do  not  reflect  total  cost  of  an  episode. 


C.    Chronic  Obstructive  Pulmonary  Disease  (COPD) 

In  1988,  the  National  Health  Interview  Survey  estimated  the  prevalence  of  COPD 
to  be  13.8  million  cases,  a  71%  increase  from  1970  estimates.*''  Chronic  obstructive 
pulmonary  disease  (COPD)  is  a  term  relating  to  respiratory  Ulnesses  involving  re- 
striction in  breathing  capabilities  such  as  chronic  asthma,  bronchitis,  chronic  airflow 
limitation,  and  emphysema.  Because  of  the  wide  range  of  conditions  associated  with 
this  disease,  we  have  chosen  to  limit  our  analysis  to  a  patient  facing  a  long-term 
prognosis  of  COPD.  Medical  management  of  the  condition  includes  the  use  of  oxygen 
therapy  for  a  larffe  portion  of  the  course  of  the  disease.  COPD  patients  usually  expe- 
rience negative  changes  in  mood  and  social  behavior  as  the  disease  progresses. 

The  development  of  equipment  to  provide  home  oxygen  therapy  has  aided  in  the 
alleviation  of  some  of  the  depression  associated  with  COPD.  In  fact,  use  of  home 
oxygen  therapy,  and  treatment  of  these  patients  in  the  home  has  become  the  gen- 
eral practice  in  care  for  COPD  patients.  COPD  patients  are  now  hospitalized  only 
for  acute  flare-up  of  the  chronic  condition.  They  are,  however,  also  spending  less 
time  in  the  hospital  even  for  these  acute  episodes.  This  analysis  examines  the  cost- 
effectiveness  of  earlier  release  from  the  hospital  by  examining  savings  restdting  for 
early  hospital  release,  rather  than  a  strict  comparison  of  inpatient  and  inpatient/ 
home  therapy.  The  treatment  strategies  compared  in  the  analysis  are: 

•  Strategy  1:  Inpatient  treatment  for  COPD — ^The  patient  requires  inpa- 
tient treatment  for  7.5  days  and  is  then  released  to  the  home  setting  for  foUow- 
up  treatment.  All  Patients  will  reqtdre  home  medical  equipment.*® 

•  Strategy  2:  Shorter  inpatient  stay  with  more  intensive  home  treat- 
ment— T^e  patient  receives  only  6.1  davs  of  inpatient  therapy  before  being  re- 
leased to  treatment  in  the  home  setting.^® 

When  actual  cost  data  were  unavailable.  Medicare  reimbursement  rates  were 
used  as  a  proxy  for  costs.  Costs  considered  center  on  direct  (medical  expenses  such 
as  hospital,  physician,  and  laboratory)  costs.  Indirect  costs,  such  as  treatment  in- 
duced loss  of  productivity  and  wages,  are  considered  to  be  equivalent  between  set- 
tings due  to  the  nature  of  the  disease.  Because  of  the  recurrent  nature  of  COPD 
episodes  and  variability  in  duration  of  the  illness,  a  discrete  episode  of  hospitaliza- 
tion is  analyzed  and  lifetime  costs  are  not  considered.  Non-medical  costs  such  as 
housekeeping,  child  care,  and  transportation  are  assimied  to  be  equal  between  both 
treatment  strategies  and  are  not  quantified  in  the  analysis. 
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1.    Calculation  of  costs 

a.  Inpatient  Treatment 

•  Hospital  Inpatient  Cost» — Medicare  DRGs  are  used  to  calculate  this 
amount.  In  FY  1990.  DRG  88  had  a  weiffht  of  1.0412,  corresponding  to  a  pay- 
ment of  $3,497.68  to  the  average  other  uroan  hospital. 

•  Physician  Inpatient  Costs — ^Physician  costs  for  inpatient  treatment  are 
similar  to  physician  costs  for  inpatient/home  treatment.  The  difference  Ues  in 
the  additional  hospital  stay  associated  with  inpatient  treatment.  Thus,  the  ini- 
tial expenditures  will  cancel  out  and  the  only  relevant  physician  costs  are  visits 
during  additional  hospital  days.  We  are  assuming  one  physician  visit  per  day. 
In  1988,  CPT4  code  90260  correisponded  to  an  allowable  charge  of  $30.40  or 
$35.85  in  1990  dollars.  The  1.4  day  increase  in  inpatient  stay  corresponds  to 
em  extra  1.4  physician  visits  at  a  cost  of  $50.19. 

b.  Inpatient/Home  Treatment 

•  Inpatient  Costs — ^The  hospital  portion  of  the  inpatient  daily  cost  is  derived 

dividing  the  total  DRG  payment  by  the  length  of  stay.  To  compute  the  inpa- 
tient costs  incurred  during  the  inpatient  portion  of  an  inpatient/home  treatment 
program,  we  mtiltiply  the  daily  cost  by  the  number  of  inpatient  days.  The  aver- 
age cost  per  inpatient  stay  is  ($3,713.01  +  7.5)  *  6.1  =  $3,019.91. 

•  Physician  Inpatient  Costs—Cancels  out  with  physician  visits  described  in 
the  inpatient  section. 

•  Hospital  and  Physician  Costs — A  study  of  home  care  for  COPD  patients 
indicates  that  home  health  care  and  clinic  and  emergency  room  visits  are  sub- 
stitutes.^ Therefore^  additional  costs  are  not  assigned  for  these  factors.  It  is  as- 
sumed that  the  patient  will  make  one  physician  visit  per  week  corresponding 
to  a  cost  of  $4.92  in  1990  dollars. 

•  Home  Health  i^fency  Personnel — A  recent  paper  reports  home  health 
usage  by  Medicare  patients  for  specific  diagnoses.  The  number  of  home  health 
visits  to  patients  and  the  cost  of  a  home  health  visit  are  provided  in  the  table 
above.  Estimates  for  charge  per  visit  are  1987  charges  inflated  to  1990  dollars 
at  a  rate  of  5.5%  per  year.^"*  Assuming  the  length  of  an  episode  is  three  months, 
the  charge  per  day  can  be  calculated  by  dividing  the  total  charges  by  total  days 
($1,213.71  ■+■  90).  The  chaise  for  an  additional  1.4  days  of  home  health  visits 
totals  $18.88  (See  Table  9).  When  85%  of  charges  is  used  as  a  proxy  for  costs, 
the  total  cost  attributable  to  combination  therapy  is  $16.05. 


Table  9.-H0ME  HEALTH  AGENCY  VISITS  PER  COPD  PATIENT 


Charga/Vbl 

Total  chvg* 

Skilled  nursing  

10.61 

$74 

$785.14 

Home  health  aide  

5.24 

55 

28820 

1.19 

75 

8925 

Occup/speech/sodal  work   

0.72 

83 

51.12 

Total  

1213.71 

Sourc«:  Branch  L.  Qoldwrg  H,  CM  V  at  al:  Madcare  Homa  Haaith  CHants:  Who  Am  Tbay  and  What  Sarvica  Do  TTiay  Racaiva 
During  an  Episoda  of  Cara?  Submlttad  to  Haaith  Cara  Financing  Ravlaw,  AprI  1990. 


•  Home  Medical  E^quipment,  SuppKes,  and  Services — It  is  assumed  that 
aU  COPD  patients  will  require  home  medical  equipment  services  upon  dis- 
charge from  the  hospital.  It  is  further  assumed  that  inpatient/home  treatment 

?atients  will  require  an  addition  1.4  days  of  home  medical  eG|[mpment  costs, 
able  10  displays  the  monthly  cost  associated  with  home  medical  equipment, 
$609.71.21  The  cost  associated  with  1.4  days  of  eqiiipment  is  $28.06. 


Table  10.-HOME  MEDICAL  EQUIPMENT,  SUPPLIES  AND  SERVICES  USED  BY 

COPD  PATIENTS 


Homa  madcal  aqu^mant 

Coat/montti 

Sourca 

Oxygen— Staflonary  anc 

1  portable  

$322.84 

Sample  of  Medicare  Fee  Schedules 

Ventolin  and  aerosol  In 

laler  

21.47 

85%  of  Medl-Spen,  August  1990 

Walker-Wheeled 

22.12 

Sample  of  Medicare  Fee  Schedules 

Hospital  Bed-Electric 

195.73 

Sample  of  Medicare  Fee  Schedules 

Bedside  commode   

30.15 

Sample  of  Medicare  Fee  Schedules 
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X    TaWe  10.-HOME  MEDICAL  EQUIPMENT,  SUPPLIES  AND  SERVICES  USED  BY 
•    COPD  PATIENTS-Continued 


Horn*  nwdcal  •qutpment 

CosVmontti 

Souro* 

Overbed  taUe  

17.40 

Homedco  Rental  Price 

Monthly  total   

609.71 

Sourw:  LawlMCF. 


2.  Results 

The  results  of  the  cost-identification  analysis,  detailed  in  Table  11,  indicate  that 
the  reduction  in  inpatient  stay  of  COPD  patients  in  inpatient/home  treatment  saves 
approximately  $460  per  patient  in  health  care  resources.  When  quality  of  Ufe  is 
factored  into  the  analysis,  Ihe  cost  savings  attributed  to  inpatient/home  therapy  in- 
creases to  $520  per  patient.  Thus,  less  intensive  inpatient  treatment  (post-PPS)  of 
COPD  is  both  cheaper  and  more  cost-effective  than  the  longer  inpatient  treatment 
strategies.  If  the  number  of  Medicare  patients  discharged  from  hospitals  in  1990, 
93,184  is  used  as  an  estimate  of  the  number  of  patients  with  COPD  reqmring  home 
oxygen  therapy,  society  could  save  $48.5  miUion  by  choosing  a  treatment  strategy 
that  includes  more  intensive  home  care  with  a  shorter  inpatient  stay. 


Table  11. -COST  COMPARISON  OF  TREATMENT  OF  COPD  PATIENTS 


Cost  comporwnt 

inpattent  trMtnMnt  strategy  1 

Inpatlent/hoiM  trMlmsnt 
slr«lsgy2 

$3,497.68 
+50.19 
none 
none 
none 

$3,019.91 
none 
+4.92 
+16.05 
+28.06 

Physician  Inpatient  costs   

Total   

3,547.87 
+73.13 

3,097.75 
none 

Quanty  of  life  ac^ustment  

Adjusted  total   

3,621.00 

3,097.75 

InpaHsnVHonw  trMlment  savse  $450.12  per  episode. 
InpattenVHome  treatment  saves  $523.25  per  qually-adjusled  episode. 
Nolee: 

A  plus  valus  In  one  column  reflects  an  Iwremenlal  cost 

Total  costs  are  used  for  comparison  only  and  do  not  reflect  total  cost  of  an  epieode. 


IV.  DISCUSSION 

The  analyses  completed  in  the  previous  section  for  the  three  patient  types  (hip 
fractures,  ALS  with  pneumonia,  and  COPD)  find  that  a  shorter  hospital  stay  and 
a  longer  nome  care  period  is  less  costly  in  all  cases.  When  quality  of  life  is  factored 
in,  inpatient/home  therapy  is  even  more  cost-effective  than  inpatient  treatment 
alone  (or  the  longer  inpatient  stay)  for  all  of  the  patient  types  examined.  We  have 
identified  a  potential  savings  of  between  $300  and  $2,330  per  patient  per  episode 
(see  Table  12). 

The  pressing  on  the  providers  to  reduce  length  of  inpatient  stay  as  weU  as  the 
development  of  locally-managed  home  medical  equipment  services  that  allow  for 
more  care  in  the  home  are  largely  responsible  for  these  savings.  Physicians  are  in- 
creasingly aware  of  the  availability  of  home  medical  eqiiipment  and  home  health 
care  services  and  factor  these  choices  into  their  practice  decisions.  While  health  care 
costs  have  risen  rapidly  in  the  past  ten  years  it  should  be  recognized  that,  but  not 
for  the  availability  of  home  care  services,  the  efficiencies  we  have  observed  through- 
out the  1980's  may  not  have  been  achieved. 


78 


Table  12.-SAVINGS  TO  SOCIETY  PER  QUALITY  ADJUSTED  EPISODE 


Typ«of  pa8wi( 

Ssvhgs  ptf  cpisods 

Prevatonm 

Annual  savlngi 

$2^00 

250,000/year 

$575,000,000 

300 

1,533^ear 

459,900 

COPD  

520 

93,184/year 

48,455,680 

Sourc9:  L«wMCF  analysis. 
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Prepared  Statement  of  Senator  William  S.  Cohen 

Mr.  Chairman,  I  would  like  to  thank  you  inviting  me  to  testify  at  this  afternoon's 
hearing  to  examine  ways  in  which  we  can  better  protect  Medicare  from  fraud,  abuse 
and  inappropriate  spending. 
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America's  health  care  biU  is  expected  to  top  $817  billion  this  year.  Unfortunately, 
the  recent  explosion  in  health  care  spending  has  created  a  Uteral  wealth  of  opportu- 
nities for  a  growing  and  increasingly  sophisticated  army  of  scam  artists  who  have 
embarked  on  a  spree  of  what  one  regulator  has  called  "white  collar  wilding." 

The  GAO  has  just  released  a  report  estimating  that  health  care  fraud  may 
amount  to  10  per  cent  of  aU  health  care  spending — as  much  as  $80  billion  a  year. 
The  American  consumer  foots  the  bill  for  this  fraud  and  abuse,  not  only  through 
tax  dollars,  but  also  through  higher  premiums  that  insurers  charge  because  of  the 
dollars  lost  to  fraud.  Fraud  ana  abuse  in  our  health  care  system  also  take  away 
scarce  dollars  that  otherwise  could  be  used  to  provide  services  directly  to  the  mil- 
lions of  Americans  who  are  in  need  of  care. 

As  our  nation's  largest  payer  for  health  care — and  as  the  fastest  growing  major 
program  in  the  federal  budget — ^Medicare  is  a  prime  target  for  scam  artists  lookup 
for  ways  to  make  a  quick  million  or  two  ofiF  the  system. 

While  the  overwhelming  majoritv  of  Medicare  providers  are  dedicated  and  honest 
professionals,  the  rapid  growth  and  sheer  size  of  the  program  have  greatly  increased 
Medicare's  vulnerability  to  fraud  and  abuse.  Therefore,  we  must  be  vigilant  in  our 
efforts  to  ensiu^e  that  sufficient  safeguards  are  in  place  to  detect  and  eliminate  the 
few  "bad  apples"  who  try  to  rip  off  the  system  by  billing  for  services  or  supplies  that 
are  uiuiecesscoy,  inappropriate  or  of  inferior  ouality. 

Last  faD,  the  Senate  Aging  Committee  held  a  hearing  which  focused  on  the  prob- 
lems and  potential  for  fraud  and  abuse  associated  with  the  current  system  used  to 
assign  provider  numbers  for  those  wishing  to  bill  for  Medicare  services. 

In  order  to  do  business  with  Medicare,  a  provider  or  supplier  of  health  care  serv- 
ices or  equipment  must  first  be  issued  a  provider  niunber.  Under  the  current  sys- 
tem, each  Medicare  carrier  is  responsible  for  assigning  provider  numbers  to  hos- 
pitals, physicians  and  medical  supply  companies  in  their  area  who  wish  to  bill  Medi- 
care for  tneir  services. 

Hospitals,  home  health  agencies,  and  physicians  must  first  meet  state  licensing 
eind  certification  requirements  before  being  Issued  a  provider  number.  However, 
most  carriers  do  not  keep  track  of  their  providers,  and  these  numbers  are  rarely  de- 
activated, even  when  the  provider  has  lost  the  legal  authority  to  practice.  Lack  of 
carrier  oversight  also  enables  providers  to  be  issued  multiple  provider  numbers,  en- 
abling them  to  double  bill,  overbill,  or  avoid  being  caught  for  fraudulent  activities. 

Glaring  evidence  of  the  carriers'  failwe  to  keep  adequate  records  was  provided 
last  year  when  the  Office  of  the  Inspector  General  of  HHS— which  ironically  had 
just  completed  an  investigation  of  carrier  maintenance  of  provider  numbers— at- 
tempted to  send  out  a  fraud  alert  to  Medicare  providers  using  the  carriers'  records. 
Over  10,000  of  the  alerts  were  returned,  stamped  "not  deliverable  as  addressed"  be- 
cause the  provider  had  moved,  was  deceased,  or  was  no  longer  in  business. 

The  provider  number  system  is  even  more  lax  for  medical  equipment  suppliers. 
Durable  medical  equipment  providers  are  not  required  to  be  certified  or  licensed  In 
order  to  do  business  with  Medicare.  In  fact,  they  do  not  have  to  meet  any  kind  of 
standards  whatsoever.  The  carrier  will  issue  a  number  to  any  supplier  requesting 
one — no  questions  £isked. 

This  leaves  the  gate  wide  open  to  unscrupulous  providers  whose  sole  intent  is  to 
take  advantage  of  Medicare  beneficiaries  and  defraud  the  Medicare  system.  There 
are  no  standards  to  ensure  that  suppliers  doing  business  with  Medicare  provide 
q^uality  goods  and  services.  There  are  no  standards  to  ensure  that  the  supplier  has 
ties  to  the  community  or  even  that  the  supplier  runs  a  viable  business. 

The  current  system  is  like  the  government  issuing  a  lifetime  Gold  Card  with  an 
unlimited  balance  and  no  annual  service  fee  to  suppliers  without  first  running  a 
credit  check. 

Last  vear,  the  Minority  Staff  of  the  Aging  Committee  conducted  an  investigation 
of  durable  medical  equipment  (DME)  telemarketers  who  were  taking  fuU  advantage 
of  the  current  weaknesses  in  the  system  to  bleed  millions  of  dollars  from  the  Medi- 
care program. 

The  investigation  revealed  shocking  practices  of  fly-by-night  operations  which 
would  establish  "telephone  boiler  rooms"  where  teenagers  and  others  with  no  medi- 
cal backgroimds  would  be  given  lists  of  names  and  phone  numbers  of  Medicare 
beneficiaries. 

Call  after  caU  woidd  be  made  to  induce  tmsuspecting  senior  citizens  to  accept 
what  was  described  as  "free  medical  equipment" — equipment  that  was  rarely  need- 
edjjgeneraUy  of  inferior  quality,  and  of  little  or  no  therapeutic  value. 

The  telemarketers  would  then  manipulate  the  Medicare  system  by  shopping 
around  for  the  states  paying  the  highest  reimbursement  rate  for  equipment  and 
suppUes. 

Ine  examples  of  abuse  are  staggering: 
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•  A  plain  piece  of  beige  foam  cost  a  DME  supplier  about  $23,  but  was  then 
billed  to  Medicare  for  more  than  $240  as  a  "flotation  pad  for  a  wheelchair." 

•  A  simple  heating  pad  that  could  be  purchased  through  the  Sears  catalogue 
for  about  $23  was  purchased  by  a  DME  telemarketer  f^r  $9.68,  who  then  billed 
it  to  Medicare  for  $67.  That  is  three  times  the  Sears  price  and  nine  times  the 
original  purchase  price. 

•  Finally,  a  bed-sized  flimsy  piece  of  pink  foam  wW  billed  to  Medicare  as  a  "dry 
flotation  mattress"  to  prevent  bed  sores.  This  item,  which  is  next  to  useless,  was 
purchased  by  a  suppUer  for  about  $28  and  then  billed  to  Medicare  for  more  than 
$1,100  in  New  York.  That  represented  a  profit  of  more  than  3,800  per  cent. 

It  is  far  too  easy  for  fraudulent  providers  to  gain  access  to  Medicare.  Currently, 
neither  carriers  nor  HCFA  do  enough  to  police  the  Medicare  bilHr^  system.  The  sys- 
tem for  issuing  provider  nxunbers  and  ensuring  the  quality  of  items  reimbursed  by 
Medicare  is  far  too  lax  and  should  be  strengthened. 

I  have  introduced  legislation — the  Quality  in  Medical  Equipment  and  Supj^lies  Act 
(S.  1988)— which  takes  several  steps  to  guard  against  unscrupulous  providers.  It 
would,  for  example: 

•  reqtiire  suppliers  to  meet  strict  criteria  and  disclosure  reqtiirements  in  order 
to  obtedn  and  renew  provider  nimibers; 

•  rec^uire  HCFA  to  develop  a  standard  provider  number  application  form  and 
require  suppliers  to  certify  the  accuracy  of  the  information  they  provide; 

•  call  for  verification  of  the  information  ^ven  by  providers  through  random  au- 
dits and  on-site  inspection  of  supplier  facilities; 

•  prohibit  physicians  from  referring  patients  to  suppliers  in  which  the  physician 
or  a  family  member  has  an  ownership  or  investment  interest; 

•  guard  against  "carrier  shoppinsf  by  suppliers  by  recjuiring  suppUers  to  sub- 
mit claims  to  Medicare  only  to  tne  carrier  having  jurisdiction  over  where  the 
patient  resides; 

•  reduce  the  number  of  carriers  paying  durable  medical  equipment  claims  to 
five  or  less  J  in  order  to  fiirther  prevent  suppliers  fi-om  "shopping  the  system" 
and  to  provide  for  better  monitoring  of  DME  claims;  and 

•  call  for  uniform  coverage  and  utilization  criteria  so  all  carriers  will  be  paying 
the  same  reimbursement  rates  for  items  imder  the  same  circumstances. 

The  bill  also  includes  provisions  to  encourage  HCFA  to  consider  the  qualitv  of 
items  biQed  to  Medicare,  to  discourage  suppliers  from  selling  inferior  or  even  dan- 
gerous equipment  to  Medicare  beneficiaries. 

I  am  pleased  that  our  investigation,  as  well  as  simileir  investigations  by  the  Sen- 
ate Budj^et  Committee  and  others,  have  already  had  some  results.  Following  the 
congressional  hearings,  HCFA  proposed  regulations  that  incorporate  manv  of  these 
ide£is,  and  I  imderstand  that  the  Admimstration  will  soon  propose  a  legislative 
package  providing  for  more  DME  reforms. 

I  look  forward  to  working  with  the  Administration  and  the  members  of  the  Fi- 
nance Committee  to  enact  meaningful  legislation  to  protect  the  Medicare  program 
from  fi'aud  and  abuse  and  to  ensure  that  Medicare  beneficiaries  and  the  taxpayers 
get  what  they  pay  for — quality,  medically  necessary  care. 

Mr.  Chairman,  once  again,  thank  you  for  calling  this  hearing  and  for  giving  me 
the  opportunity  to  testify. 


Prepared  Statement  of  Senator  Dave  Durenberqer 

Good  afternoon,  Mr.  Chairman,  and  good  afternoon,  everyone. 

I  would  like  to  thank  the  witnesses  for  being  good  enough  to  testify  before  the 
committee  this  morning.  I'd  like  to  particularly  recognize  those  who  travelled  to  be 
here  today,  from  Arkanscu9,  California,  New  Jersey,  and  Pennsylvania. 

This  year  the  nation  will  spend  $129  billion  on  Medicare,  making  it  a  huffe  pro- 
gram and  one  of  the  two  or  three  largest  in  the  government.  It's  a  sad  reflection 
on  huipan  nature  that  emytime  that  much  money  is  being  spent  there  will  be  people 
who  will  engage  in  fi-aud  and  in  abuse  of  the  system  that  comes  close  to  fi-aud. 

This  is  a  problem  that  goes  beyond  Medicare,  of  course.  The  FBI  has  said  that 
5%  to  16%  of  the  entire  nation's  health  spending  may  be  fi-aud — or  between  $60  bil- 
hon  and  $180  biUion.  If  true— and  I  guess  no  one  really  knows  what  the  actual  fig- 
ure is — thaf  s  a  truly  awesome  amount  of  crime. 

And  this  is  real  crime — not  just  physicians  disagreeing  over  whether  a  tonsillec- 
tomy for  such-and-such  a  patient  is  justified.  It's  about  billing  for  visits  that  never 
took  place,  medical  equipment  that  was  never  intended  to  work  and  prescription 
medication  that  ends  up  being  sold  on  the  street  comer. 
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When  health-care  costs  are  rising  out  of  control,  it's  even  more  important  to  en- 
8\xre  that  money  is  well-spent.  The  reason  is  that  when  payers  are  trying  to  contain 
costs  every  dollar  wasted  is  a  dollar  that's  not  spent  on  care  tliat  will  help  people 
who  are  sick  and  need  care. 

I  know  the  FBI  is  boosting  the  number  of  its  agents  working  on  health-care  fraud 
from  38  two  years  ago  to  150  agents  now.  I  also  encourage  the  Adroinistration  to 
do  all  it  can — and  more  than  it's  doing  now — ^to  ensure  our  Medicare  dollars  are  ap- 
propriateljjr  spent. 

'That  will  require  close  co-operation  between  the  Medicare  carriers,  the  Health- 
Care  Financing  Admiiiistration  and  the  Office  of  the  Inspector-General  at  Health 
and  Himian  Services.  And  it  will  require  that  they  co-operate  with  the  FBI  and  local 
police — because  the  right  place  for  some  of  the  people  involved  in  fraud  and  abuse 
is  prison. 

At  the  seune  time,  there's  a  lesson  here  for  how  we  fund  health  care.  Large  parts 
of  Medicare  are  still  financed  through  fee-for-service  or  reasonable  cost  reimburse- 
ment. These  financing  methods  encourage  more  services  and  higher  costs.  Inevitably 
some  participants  in  the  system  take  advantage  of  these  methods  to  bill  for  services 
never  provided  and  costs  never  incurred. 

One  benefit  of  using  diagnosis-related  sroups  and  capitation  fimding  and  other 
forms  of  managed  care  is  that  they  make  fraud  and  abtise  harder  to  get  away  with. 
They  make  it  harder  to  game  the  system.  Managed  care  also  means  that  some  party 
reasonably  close  to  the  patient  is  thinking  about  how  much  money  is  being  spent 
for  what  benefit,  and  can  be  alert  to  problems. 

I  now  look  forward  to  the  testimony  fi^m  our  witnesses,  and  I  turn  the  floor  back 
to  om"  chairman. 


Prepared  Statement  of  Senator  Charles  E.  Grassi.ey 

Thank  you,  Mr.  Chairman.  I  want  to  start  by  telling  you  that  I  think  it  is  a  very 
good  idea  to  have  this  hearing  today. 

The  reason  it's  a  good  idea  is  that  there  are  indications  that  a  considerable 
amount  of  money,  as  much  as  a  billion  dollars  a  year,  perhaps  more,  is  being  inap- 
propriately spent  bv  the  Medicare  program.  Even  in  the  context  of  Medicare,  which 
is  expected  to  spend  around  150  billion  dollars  this  year,  this  is  a  lot  of  money. 

I  have  been  interested  in  waste,  fraud,  and  abuse  in  the  Medicare  program  in  at 
least  two  contexts,  that  of  the  durable  medical  equipment  program  and  that  of  the 
payment  safeguard  function  of  the  program  with  an  emphasis  on  the  Medicare  sec- 
ondary payer  program. 

I  am  looking  forward  to  the  testimony  today  from  our  colleague^  Senator  Cohen, 
who  has  introduced  legislation  to  deal  with  some  of  the  problems  m  the  D-M-E  in- 
dustry. 

My  interest  in  the  payment  safeguards  program  was  triggered  by  general  accoimt- 
ing  office  reports  to  the  effect  that  as  much  as  one  billion  dollars  was  being  spent 
each  year  unnecessarily  by  the  program,  and  that  as  much  as  2  billion  dollars  may 
be  owed  the  program  but  remain  uncollected. 

In  working  on  this  issue,  I  was  told  by  many  objective  observers,  such  as  the  In- 
spector General's  Office  and  the  General  Accounting  Office,  that  a  major  part  of  the 
problem  has  been  that  funding  for  the  payment  safeguard  activities  has  been  re- 
duced substantially  at  the  same  time  that  the  program  has  grown  considerably. 

This  is  unfortunate  and  short-sighted,  given  that  every  dollar  spent  on  insuring 
correct  payment,  or  on  recoveries  of  inappropriately  spent  monies,  returns  to  the 
program  as  much  as  eleven  dollars,  perhaps  more. 

Tlierefore,  I  introduced  legislation,  S.  2337,  the  Medicare  Funds  Recovery  Act  of 
1992  to  address  this  problem. 

The  legislation  would  provide  an  exemption  from  the  budget  act  for  the  Medicare 
payment  safeguard  function  so  that  fiinding  for  these  activities  could  be  stabilized 
so  as  to  improve  payment  accuracy  and  vaUdity,  and  to  improve  collection  of  monies 
owed  the  program. 

It  also  requires  the  administration  to  provide  improved  information  about  monies 
recovered  and  to  report  to  the  Congress  on  the  recovery  program. 

An  exemption  from  the  budget  act  was  not  my  preferred  approach,  but,  in  work- 
ing on  this  problem,  I  discovered  that  it  seemed  the  only  feasible  way  to  insure  ade- 
quate fimding  for  these  activities  and  thus  to  get  about  the  business  of  reducii^  in- 
appropriate payments  and  recovering  the  monies  owed  the  program. 

I  also  tri^  to  include  in  the  legislation  some  provisions  that  would  not  siniply 
give  the  Health  Care  Financing  Administration  or  the  Medicare  contractors  a  free 
hand,  so  to  speak,  with  respect  to  funding. 
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One  of  the  questions  the  hill  does  not  address  is  how  to  identify  primary  payers 
for  the  Medicare  secondary  paver  program. 

Riffht  now,  as  I  understand  it,  the  health  cEU*e  financing  administration  tries  to 
develop  this  information  through  a  "first  claim  development  program"  and  through 
a  data  match  activity  required  by  Congress  in  1989. 

It's  not  clear  to  me  how  well  the  "first  claim  development  program"  works.  Fur- 
thermore, employers  and  their  benefits  administrators  complain  about  the  burden 
the  data  matcn  program  imposes  on  them. 

So,  I  am  lookmg  forward  to  hearing  more  about  how  we  identify  primary  payers 
and  whether  we  can  improve  how  we  do  that. 

I  discussed  these  issues  at  some  length  on  the  Senate  floor  on  March  5  and  March 
11  of  this  year,  Mr.  Chairman,  and  those  who  are  interested  in  them  can  consult 
the  Congressional  Record  of  thoise  dates  for  more  comprehensive  reviews  of  them. 

Mr.  Chairman,  I  wiU  conclude  by  saying  that  program  integrity  in  the  Medicare 
program  is  very  important.  It's  a  very  big  and  complicated  program  with  plenty  of 
opportunities  tor  mis-spending  the  taxpayer's  money.  It's  also  a  program  that  is 
under  considerable  budget  cutting  pressure,  so  we  need  to  be  sure  we're  not  spend- 
ing money  inappropriately. 

I  think  your  hearing  will  help  us  get  a  handle  on  some  of  these  problems,  Mr. 
Chairman. 


Prepared  Statement  of  Senator  Tom  Harkin 

Mr.  Chairman:  I  recently  introduced  S.  2713,  the  Medicare  Protection  Act  of  1992. 
This  legislation,  if  enacted,  would  protect  the  Medicare  Program  fi-om  biUions  of  dol- 
lars now  lost  to  overpavment,  fi-aud  euid  abuse.  This  legidation,  if  adopted,  would 
save  an  estimated  $2  billion  in  its  first  year  of  operation. 

Mr.  Chairman,  this  is  an  issue  that  1  have  been  following  for  sometime  in  my  ca- 
pacity as  Chairman  of  the  Labor,  Health  and  Human  Services  and  Education  Sub- 
committee. The  verv  first  hearing  I  held  as  Chairman  of  the  Subcommittee  in  Feb- 
ruary 1989  gas  on  this  issue. 

As  you  know,  the  Medicare  pro-am  is  managed  by  64  different  contracts  awarded 
by  the  Health  Care  Financing  Amninistration.  These  contracts  are  funded  by  an  ap- 
propriation which  in  1992  totaled  $1.7  billion.  Included  vrithin  this  line  item  for 
Medicare  contractors  is  an  amoimt  of  $324  milUon  made  available  for  audit  activi- 
ties. Even  though  these  audit  activities  save  $13  for  every  dollar  spei^  the  Adminis- 
tration has  never  fiinded  this  audit  activity  at  an  appropriate  level.  This  is  because 
the  need  to  process  claims  and  make  payments  on  time  has  always  taken  priority. 
In  these  times  of  fiscal  stress  this  fact  of  life  has  held  down  fiihding  for  the  aumt 
activity. 

In  the  spring  of  1 989  I  had  discussions  with  Senator  Sasser,  Chairman  of  the  Sen- 
ate Budget  Committee  and  with  Richard  Darman,  Director  of  The  Ofiice  of  Manage- 
ment and  Budget.  In  these  discussions  I  tried  to  reach  agreement  on  excusing  funds 
spent  on  audit  activities-  in  the  Medicare  p»rogram  from  budget  ceilings.  Tlie  prece- 
dent for  doing  that  was  included  in  previous  omnibus  budget  reconciliation  bills 
when  the  Finance  Committee  received  spending  relief  by  directing  discretionary 
spending  to  be  made  by  transfers  fi*om  the  trust  rand  to  the  audit  activities  of  Medi- 
care. Chairman  Sasser  and  OMB  Director  Dick  Darman.  while  sympathetic  to  my 
arguments,  were  imable  to  provide  my  Appropriations  iSubcommittee  with  similar 
rehef. 

Mr.  Chairman,  in  the  Budget  Enforcement  Act  of  1990,  eunother  precedent  for 
what  I  am  now  proposing  was  adopted  into  law.  Included  in  that  Act  was  authority 
for  the  IRS  to  spend  up  to  specified  amounts  in  each  of  five  years  on  audit  activities 
without  these  additional  appropriations  being  scored  against  budget  ceilings.  The 
logic  of  this  provision  is  that  these  additional  expenditures  wiU  produce  collections 
or  revenues  for  the  government  well  in  excess  of  the  actual  amount  spent.  The  lo^c 
of  this  provision  is  that  to  unnecessarily  inhibit  spending  on  these  audit  activities 
is  counter  productive  to  our  efforts  to  reauce  the  deficit. 

Mr.  Chairman,  this  bill  is  based  on  exactly  the  scune  logic  that  supports  increased 
funding  for  IRS  audit  activity. 

The  Medicare  Program  Protection  Act  of  1992  will  encourage,  for  each  year,  start- 
ing with  fiscal  year  1992,  through  fiscal  year  1996,  audit  activities  of  the  Medicare 
contractors  appropriation  to  be  set  at  a  level  of  11.6%  over  the  previous  year's  level. 
This  increased  amoimt  over  the  freeze  level  would  not  count  against  the  budget  ceil- 
ings. These  increases  in  audit  activity  will  permit  substantial  savings  each  year. 

It  is  my  view  that  these  audit  activities  should  at  least  keep  up  with  the  mcreased 
growth  rate  in  claims  if  we  are  to  have  adequate  protection  for  taxpayer  dollars.  The 
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11.6%  allowable  growth  is  included  in  the  legislation  as  it  represents  the  ten  year 
historical  average  of  growth  in  Medicare  claims  workload. 

Mr.  Chairman,  the  Medicare  Program  Protection  Act  of  1992,  if  enacted,  would 
save  approximately  $2  billion  in  the  first  fiill  year  of  implementation  and  additional 
biUions  for  each  year  through  fiscal  year  1996.  It  is  my  hope  that  the  members  of 
this  Committee  will  actively  support  this  legislation. 


Prepared  Statement  of  Michael  Mangano 

Good  morning  Mr.  Chairman  and  members  of  the  subcommittee.  I  am  Mike 
Mangano,  Deputy  Assistant  Inspector  General  of  the  Office  of  Inspector  General 
(OIG).  Thank  you  for  the  opportunity  to  testily  on  the  subject  of  health  care  fi-aud 
in  the  Medicare  program.  We  are  aware  that  the  subcommittee  has  been  actively 
involved  in  health  care  financing  issues.  The  area  of  health  cafe  fraud  is  also  of 
great  significance  as  it  squanders  our  valuable  resources  and  can  adversely  impact 
the  health  of  our  beneficiaries.  Thus,  herrings  such  as  this  help  heighten  awareness 
of  these  importcuit  issues. 

THE  ROI^  OF  the  OIQ 

The  Department  of  Health  and  Human  Services  (HHS)  is  the  Federal  Govern- 
ments principal  agency  for  promoting  the  health  and  welfare  of  Americans  and  pro- 
viding essential  human  services  to  persons  of  every  age  group.  The  OIG  is  statu- 
torily charged  to  protect  the  integrity  of  departmental  programs,  as  well  as,  promote 
their  economy  efficiency  and  effectiveness.  We  meet  our  challenge  through  a  com- 
prehensive program  of  audits,  inspections,  program  evaluations,  and  investigations. 

Funding  spent  on  the  Office  of  Inspector  General  (OIG)  Is  a  sovtnd  investment. 
In  fiscal  year  1991,  the  Department  of  Health  and  Human  Services  spent  almost 
$200  billion  for  the  health  care  of  more  than  50  million  beneficiaries.  During  that 
period,  each  dollar  invested  in  ovar  office  resulted  in  savings  to  the  Federal  Govern- 
ment of  $72.  In  addition,  fiscal  year  1991  marked  our  11th  consecutive  increase  in 
investigative  accomplislmients.  Of  the  2,348  successful  criminal  jprosecutions  and 
administrative  sanctions  we  attained  last  year,  nearly  half  were  directly  related  to 
health  care.  The  OIG's  successfid  health  care  prosecutions  in  the  criminal  courts 
rose  fi'om  20  in  fiscal  year  1982  to  163  in  fiscal  year  1991,  an  increase  of  800  per- 
cent. An  even  more  dramatic  increase  has  taken  place  in  the  number  of  civil  actions 
(in  the  form  of  exclusions  and  monetary  penal  ties)  that  we  have  taken  against  indi- 
viduals and  entities.  In  fiscal  year  1991  alone,  over  1,000  administrative  sanctions 
were  imposed  on  individuals  and  entities  who  defi'auded  or  abused  the  Medicare 
and  Medicaid  programs  or  their  beneficiaries.  This  is  more  than  3  times  the  number 
of  sanctions  imposed  6  years  ago  and  32  times  the  level  we  reported  in  1981. 

Tliese  increases  in  output  were  accomplished  despite  the  fact  that  we  have  had 
virtually  no  increase  in  mvestigative  resources  since  our  consolidation  in  1982.  In 
fact,  the  rate  of  expansion  of  the  health  care  programs  we  oversee  has  far  outpaced 
any  increase  we  have  had  in  resources,  causing  us  to  stretch  our  resources  to  the 
limit. 

Currently  Americans  are  devoting  more  than  12  percent  of  our  gross  national 
product  (GNP)  to  health  care.  Roughly  three  quarters  of  a  trillion  doUars  were  spent 
in  this  country  on  health  care  last  year.  This  figure  is  expected  to  rise  dramati- 
cally— one  projection  indicates  that  health  care  expenditures  could  consimie  31.5 
percent  of  our  GNP  by  the  year  2020.  Federal  outlays  for  Medicare  and  Medicaid 
alone  are  expected  to  be  about  $230  billion  in  fiscal  year  1993.  Today  over  60  million 
Americans  rely  upon  Medicare  and  Medicaid.  Other  health  care  programs  fimded  by 
HHS  include  the  Indian  health  service,  maternal  and  child  health,  and  community 
health  centers.  The  OIG  has  been  long  engaged  in  anti-fraud  activities  directed  at 
these  programs.  And  we  have  testified  before  the  congress  many  times  on  the  re- 
sults of  our  work 

FRAUD  AND  ABUSE 

The  rapid  rise  in  health  care  expenditwes  and  deficiencies  in  our  health  care  de- 
livery system  has  caused  miprecedented  attention  and  scrutiny  to  the  health  care 
area.  This  scrutiny  has  encompassed  discussions  regarding  the  magnitude  and  per- 
vasiveness of  fi'aud,  waste,  and  abuse  in  our  health  care  programs.  As  you  know 
the  general  accounting  office  (GAO)  recently  released  a  report  entitled,  "Health  In- 
surance: Vulnerable  Payers  Lose  BiUions  to  Fraud  and  Aljuse."  The  report  quotes 
unnamed  experts  in  the  health  field  who  estimate  the  losses  to  fi*aud  and  abuse  in 
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health  care  were  10  percent  or  $70  billion  in  1991.  This  estimate  has  caused  a  great 
deal  of  concern  to  the  public  and  those  who  serve  the  public. 

While  we  have  no  empirical  way  of  estimating  the  amount  of  fraud  and  abuse  in 
the  public  or  private  health  care  sectors,  we  can  safely  assume  that  a  great  deal 
lies  m  the  private  sector.  This  is  because  so  Uttle  has  l>een  done  in  this  area.  Until 
recently  private  health  insurance  programs  had  no  significant  investigative  response 
to  fraud. 

To  address  this  issue,  in  1986  we  helped  launch  and  were  one  of  the  founding 
members  of  the  National  Health  Care  Anti-fraud  Association  (NHCAA).  It  is  a  con- 
sortium of  our  office,  the  Department  of  Justice  (DOJ),  Federal  Bureau  of  Investiga- 
tion (FBI),  State  Medicaid  Fraud  Control  Units  (MFCUs),  private  health  insurers, 
and  others  who  coordinate  and  share  information  and  techniques  in  dealing  with 
health  fraud.  Our  office  has  been  on  the  board  of  directors  fix)m  its  inception.  In 
addition  to  working  on  joint  projects  with  this  group,  we  help  train  them  m  better 
detection  techniques  and  alert  them  to  new  tjrpes  of  health  fraud. 

Prior  to  the  inception  of  the  NHCAA,  private  carriers  did  not  have  a  means  to 
share  information  in  order  to  enhance  the  identification,  prevention,  detection,  and 
prosecution  of  health  care  fraud.  NHCAA  was  established  on  the  premise  that  the 
diverse  interests  of  health  insurance  reimbursement  organizations,  blue  cross  and 
blue  shield  organizations,  private  corporations  and  Federal  and  State  agencies  and 
law  enforcement  operations  could  be  channeled  toward  a  common  goal.  The  associa- 
tion currently  consists  of  several  hxmdred  representatives  from  these  types  of  orga- 
nizations. NHCAA  promotes  information  sharing  among  members  (with  appropriate 
legal  safeguards),  engages  in  public  education  on  health  care  fraud  issues,  trains 
members  and  non-members  through  national  and  re^onal  conferences,  seminars, 
and  workshops,  and  serves  in  an  advisory  capacity  to  mdustry  regulatory  and  legis- 
lative bodies. 

While  the  NHCAA  provides  a  valuable  service,  there  are  still  problems  in  the  pri- 
vate sector  which  could  be  strengthened  by  an  increase  of  the  sharing  of  information 
concerning  health  care  fraud  and  abuse  and  training  of  investigators  in  conducting 
white  collar  crime  investigations.  Legislative  action  is  needed  to  enhance  and  solid- 
ify the  exchange  of  information  and  to  support  the  efforts  and  goals  of  associations 
such  as  NHCAA. 

In  discxissing  monetary  losses  to  oxw  health  programs,  a  distinction  must  be  made 
between  fraud,  abuse,  and  waste.  It  is  impossible  to  distinguish  sharoly  between 
these  terms  since  frequently  one  problem  involves  aU  three.  However,  for  purposes 
of  rough  definitions,  we  provide  the  following: 

•  Fraud  is  defined  as  the  obtaining  of  something  of  value,  through  intentional  mis- 

representation or  concealment  of  material  facts. 

•  Abuse  may  be  defined  as  any  practice  which  is  not  consistent  with  the  purpose 

of  Medicare  and  Medicaid — which  is  to  provide  program  beneficiaries  with  medi- 
cal services  which  are  (1)  medically  necessary,  (2)  performed  competently,  and 
(3)  at  a  fair  price. 

•  Waste  is  the  inciuring  of  unnecessary  costs  as  a  result  of  deficient  practices,  sys- 

tems, or  controls. 

Fraud  is  invisible  imtil  detected,  and  because  of  that  fact,  it  is  extremely  difficult 
to  put  a  dollar  figure  on  the  total  amount  of  fi^ud  in  the  health  care  industry.  While 
we  cannot  determine  the  extent  of  fraud  in  HHS  health  programs  at  this  time,  we 
have  noticed  a  dramatic  increase  in  our  investigative  workload.  One  of  the  factors 
causing  this  is  the  enormous  growth  of  program  outlays.  Increased  detection  has 
also  been  brought  about  by  improved  coordination  of  effort  by  our  office  with  the 
NHCAA^  MFCUs,  other  offices  of  Inspectors  General,  the  Postal  Service,  the  FBI, 
the  DOJ,  and  private  health  insurers.  For  example,  we  have  provided  numerous 
technical  assistance  manuals  to  the  MFCUs,  including  manuals  entitled  "Checklist 
for  Survejjring  Patients'  Personal  Fund  Accoimts^"  "Investigation  Guide  for  the  De- 
tection of  Patient  Abuse,"  'Tharmacy  Investigative  Guide,^  and  "Laboratory  Inves- 
tigative Guide." 

In  preparing  for  this  herring,  you  specifically  requested  that  we  address  those 
areas  posing  trie  most  significant  potential  for  health  care  fraud.  As  you  know,  the 
OIG  has  dealt  with  a  host  of  problems  over  the  years,  far  too  numerous  to  list. 
Therefore,  we  have  selected  examples  of  areas  that  merit  further  attention  and  that 
clearly  demonstrate  patterns  of  fraud  or  vulnerabilities  to  fi^ud  in  o\ir  health  care 
system.  Before  moving  on  to  these  specific  areas  of  concern,  I  want  to  mention  that 
we  have  been  very  concerned  with  program  efficiency  and  the  solvency  of  the  Medi- 
care trust  fiinds.  While  these  recommendations  are  not  our  focus  today,  I  do  want 
to  reference  our  "cost  savers  handbook,"  referred  to  as  the  "Red  Book."  The  Red 
Book  is  a  compendium  of  significant  OIG  monetary  recommendations  based  on  our 
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audit  and  inspection  reports.  We  prepare  the  Red  Book  annually  to  provide  depart- 
mental decision-makers,  administration  officials  and  members  of  Congress  with  a 
tool  for  evaluating  actions  that  might  be  taken  to  achieve  savings  and  improve  pro- 
gram efficiency.  Our  spring  1992  edition  describes  100  possible  cost  saving  opportu- 
nities, including  46  directed  to  the  Medicare  and  Medicaid  programs.  The  aggregate 
of  the  savings  options  represents  a  potential  of  more  than  ^6  billion  in  annual  sav- 
ings to  the  Department's  programs. 

/.    Durable  Medical  Equipment  (DME) 

DME  includes  o^gen  equipment  wheel  chairs,  transcutaneous  electrical  nerve 
stimulators  (TENS),  seat  lilt  mechanisms,  and  other  equipment  and  supplies  that 
physicians  prescribe  for  home  use.  Expenditures  for  DME  now  are  approaching  $3 
billion  a  year.  For  many  years,  we  have  worked  with  the  DME  industry  to  document 
fraudulent  and  abusive  practices,  including  questionable  marketing  techniques,  in- 
flated charges,  and  manipulation  of  loopholes  in  the  law.  Not  only  is  the  Federal 
Government  losing  millions  of  dollars  a  year  on  these  schemes,  but  these  practices 
are  particuleurly  offensive  because  they  victimize  our  beneficiaries. 

We  are  pleased  that  our  work  in  this  area  has  contributed  to  the  heightened 
awareness  of  the  deficiencies  in  DME  reimbursement.  We  have  issued  numerous  re- 
ports on  this  subject  and  I  would  be  happy  to  make  these  available  to  the  sub- 
committee. We  have  also  aggressively  pursued  those  who  have  defrauded  our  pro- 
-ams in  this  area.  In  the  last  3  years  edone,  over  80  convictions  have  been  obtained 
in  this  area. 

We  have  had  a  half  dozen  congressional  hearings  over  the  last  year  on  this  issue 
alone.  These  hearings  have  contributed  to  additional  research  in  this  area  and  the 
Department  has  under  taken  a  major  DME  reform  effort.  This  reform  effort  consists 
of  administrative  and  regulatory  changes  as  weU  as  the  submission  of  legislation  af- 
fecting DME. 

Even  with  the  reform  effecting  carrier  jx\risdiction  and  provider  numbers  (which 
will  not  be  effective  until  1993),  we  beUeve  tiiat  additional  corrective  action  should 
be  taken.  The  cturent  system  will  continue  to  allow  some  variation  in  reimbiirse- 
ment  rates  for  DME.  We  support  a  national  single  pricing  schedule  established  for 
all  DME  that  could  take  into  consideration  local  market  vcuiations.  We  also  support 
improved  definitions  for  DME  and  believe  that  the  medical  effectiveness  of  some 
equipment  shoidd  be  reviewed.  HCFA  is  currently  developing  definitions  for  the  "top 
100"  used/abused  DME  codes.  We  applaud  this  effort  and  look  for  ward  to  additional 
HCFA  initiatives. 

We  also  believe  that  revisions  should  be  made  to  the  certificate  of  medical  neces- 
sity (CMN).  A  CMN  is  a  verification  or  a  justification  that  there  is  a  medical  reason 
to  prescribe  specific  DME  equipment  or  supplies.  Because  of  high  pressure  market- 
ing techniques  used  by  some  suppliers,  some  physicians  merely  sign  CMNs  without 
question.  In  other  instances,  DME  companies  deliver  equipment  before  medical  ap- 
proval is  given  and  later  repossess  the  equipment  if  tne  CMNs  are  not  signed  by 
the  physician.  Even  if  the  patient's  physician  objects  to  a  DME  supplier's  request 
for  approval  of  a  piece  of  equipment,  some  DME  companies  will  either  enlist  a  co- 
conspirator physician  to  sign  the  form  or  even  for^e  the  physician's  signature.  Also, 
the  CMN  may  be  altered  after  the  physician  has  signed  it,  to  include  equipment  for 
which  the  patient  has  no  need,  or  to  include  false  diagnoses. 

The  CMN  requirement  is  intended  to  place  the  r^ponsibilily  for  determining 
medical  necessity  for  DME  with  the  physician.  The  DME  suppUer  usually  is  success- 
ftd  in  asserting  reliance  upon  the  signed  CMN  as  a  defense  against  carrier  overpay- 
ment recovery  efforts  and  criminal  prosecution.  However,  there  is  no  specific  incen- 
tive to  the  physician  to  exercise  due  care  before  signing  the  CMN. 

To  improve  assessment  of  the  medical  necessitv  of  DME  equipment  and  supplies, 
we  beheve  that  information  pertaining  to  the  physician's  role  in  the  beneficiary's 
treatment,  the  plan  of  treatment,  and  a  justification  for  the  need  of  the  DME  should 
be  included  in  the  CMN.  Additionally  the  physician  should  not  be  allowed  to  sign 
the  CMN  more  than  46  days  after  last  examining  or  treating  the  patient.  The  CMN 
should  also  include  a  statement  that  willftd  and  intentional  misrepresentation  of 
fact  constitutes  fraud  and  may  subject  the  physician  to  criminal  prosecution,  civil 
monetary  penal  ties,  and/or  exclusion  from  the  Medicare  and  Medicaid  program. 

OBRA  '90  attempted  to  address  CMN  abuses  by  prohibiting  suppliers  from  provid- 
ing physicians  or  beneficiaries  with  completed  or  partially  completed  CMNs.  These 
provisions  went  into  effect  in  1991.  However,  we  notice  some  DME  suppliers  are 
now  sending  instructions  for  the  completion  of  the  CMN  to  physicians,  in  order  to 
ensure  Medicare  will  pay  for  the  items  being  sold.  We  believe  that  these  actions  con- 
tinue to  undermine  the  effectiveness  of  the  CMN  requirement. 
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//.    Medicare  Secondary  Payer  Activities 

Medicare  fiscal  intermediaries  and  carriers  are  responsible  for  conducting  pay- 
ment safeguards,  activities  which  include  medical  ana  utilization  reviews,  audito. 
and  Medicare  secondary  pa^er  activities.  HCFA  is  responsible  for  overseeing  ana 
evaluating  these  entities  which  are  collectively  known  as  Medicare  contractors. 

Medicare  is  the  secondary  payer  to  certain  employer  health  plans  for  beneficiaries 
age  65  and  older,  disabled  beneficiaries,  and  diuing  the  first  18  months  of  a  bene- 
ficiary's entitlement  to  Medicare  on  the  basis  of  end  Bta^e  renal  disease  (ESRD). 
Medicare  is  edso  secondary  payer  to  workers'  compensation  benefits  and  to  auto- 
mobile, Uability  and  no-fault  insurance  coverage.  Identification  of  Medicare  second- 
ary payer  (MSF)  situations  occurs  through  a  variety  of  means:  beneficiary  question- 
naires, provider  identification  of  coverage  when  services  are  provided,  and  data 
matches. 

Over  the  last  several  years,  HCFA  has  actively  piirsued  several  initiatives,  includ- 
ing legislative  proposals  and  the  filing  of  suits  against  noncomplying  insurers,  to  im- 
prove the  MSP  program.  Savings  for  fiscal  year  1991  were  $2  oillion.  These  savings 
were  achieved  at  a  cost  of  approximately  $1  in  administrative  costs  for  every  $30 
saved  for  the  entire  MSP  program.  Nonetheless,  it  is  estimated  that  the  Medicare 
program  may  be  paying  out  as  much  as  $1  billion  a  year  iinnecessarily  because  in- 
surers, imderwriters,  and  third  party  administrators  often  do  not  pay  as  primary 
payers  when  they  are  so  required  and  because  Medicare  fiscal  intermediaries  and 
carriers  do  not  always  identify  the  primary  payers. 

Reviews  by  OIG  reafi&nned  HCFA's  awareness  that  billions  of  Medicare  dollars 
have  been  spent  on  claims  which  should  have  been  paid  by  another,  primary  in- 
surer. For  example,  auditors  foimd  that  a  Florida  carrier  was  not  processing  MSP 
claims.  An  inspection  was  then  conducted  to  evaluate  the  procedures  used  by  other 
Medicare  carriers  to  identify  primary  payment  sources.  The  OIG  found  that  the  fis- 
cal year  1990  budget  reductions  for  MSP  activities  have  adversely  affected  the  car- 
riers' ability  to  handle  the  MSP  workload.  Carriers  were  identifjdng  most  MSP 
cases,  but  they  lacked  the  resources  to  recover  mistaken  payments  created  when 

{)revious  claims  were  improperly  paid  by  Medicare.  Inadequate  funding  for  payment 
las  resulted  in  the  loss  of  adequate  contractor  staffing  levels  in  the  payment  safe- 
guards areas  and  lack  of  recovery  action  on  Medicare  secondary  payer  overpay- 
ments, including  some  cases  where  the  government's  collection  riffhts  will  expire  m 
the  near  future.  In  addition,  OIG  identified  inconsistencies  in  metnods  used  to  iden- 
tify and  calculate  savings  fi-om  payment  safeguard  activities. 

We  recommend  that  HCFA  revise  all  Medicare  claims  forms  to  reauire  the  sub- 
mission of  spousal  insurance  information  before  the  claims  can  be  paid.  In  addition, 
HCFA  should  prioritize  the  information  received  fi'om  the  Social  Security  Adminis- 
tration and  develop  those  cases  with  an  indication  of  a  working  spouse.  Also,  the 
OIG  recommends  tne  establishment  of  a  volunteuy  disclosure  ana  recovery  program 
whereby  insurers,  employers  or  third-party  administrators  would  be  allowed  to 
make  restitution  of  mistaken  payments  without  threat  of  future  government  action 
on  those  claims.  Further,  OIG  recommended  that  HCFA  propose  legislation  to  re- 
quire insurers  to  provide  their  health  insurance  data,  including  eligibility  and 
claims  information,  to  HCFA  and  to  require  Medicare  contractors  to  match  their  pri- 
vate health  insurance  records  with  Medicare  files. 

HCFA  should  also  consider  the  development  of  a  le^slative  proposal  that  would 
allow  for  demonstration  programs  to  evaluate  the  efiectiveness  of  a  carrier  incentive 
program  for  MSP  recoveries.  We  estimate  such  an  incentive  program  could  generate 
savings  ranging  from  $199  to  $361  million. 

///.  Kickbacks 

Now  I  would  like  to  turn  to  the  issue  of  kickbacks.  Physician  ownersliip  of  and 
compensation  fi'om  entities  to  which  they  make  referrals  is  a  practice  that  has  in- 
creased considerably  in  the  last  10  years.  Many  physicians  have  financial  relation- 
ships with  laboratories,  DME  suppliers,  nursing  homes,  ambulatory  surgical  cen- 
ters, and  home  health  agencies.  Research  continues  to  determine  the  extent  to 
which  increased  costs  are  a  problem  for  other  items  and  services  that  these  joint 
ventures  furnish. 

Under  the  Medicare  and  Medicaid  anti-kickback  statute,  section  1128B(b)  of  the 
Social  Security  Act  it  is  illegal  to  offer  or  pay  a  profit  distribution  to  a  physician 
to  deliberately  induce  them  to  refer  business  payable  under  Medicare  or  any  State 
health  care  program.  Our  office  initiated  civil  prosecution  of  three  limited  partner- 
ship laboratories  and  its  principals  in  Tlie  Inspector  General  v.  The  Hanlester  Net- 
work, et  al.  in  this  case,  for  the  first  time,  it  hew  been  established  that  a  joint  ven- 
ture scheme  can  violate  the  anti-kickback  statute.  In  other  words,  it  has  been  shown 
that  a  dividend  payment  from  a  joint  venture  to  a  referring  physician  can,  under 


87 


many  common  circimostances,  be  just  a  disguise  for  an  unlawful  kickback  all  the  de- 
fendants in  the  case  were  found  to  have  engaged  in  illegal  Idckbacks,  and  the  case 
is  now  on  appeal. 

Lfast  year,  final  safe  harbor  regulations  were  promulgated.  These  long  awaited 
regulations  define  for  health  care  providers  specific  non-abusive  business  arrange- 
ments that  will  not  be  subject  to  prosecution  under  the  anti-kickback  statute.  One 
of  the  provisions  provides  very  limited  protection  to  physicians  and  other  health 
care  providers  who  invest  in  entities  to  which  they  refer  business.  This  tightly 
drawn  safe  harbor  will  hopeftiUy  lead  to  a  restructuring  of  many  joint  venttu-es  as 
providers  for  the  first  time  are  able  to  have  the  comfort  of  knowing  that  they  are 
conducting  business  legally.  The  safe  harbor  regulations  should  also  facilitate  pros- 
ecution of  the  seriously  abusive  joint  ventures  because  we  are  now  able  to  show 
cotui»  that  those  who  choose  to  operate  outside  of  the  safe  harbors  can  no  longer 
claim  that  they  are  confused  about  how  to  operate  a  lawful  joint  venture.  We  believe 
that  the  combination  of  changed  provider  IwBhavior  coupled  with  more  effective  en- 
forcement is  the  best  that  can  be  achieved  under  current  law 

Since  1987,  we  have  received  more  than  1,250  allegations  of  violations  of  the  anti- 
kickback  statute,  and  have  opened  over  800  cases.  Over  650  convictions,  settle- 
ments, and  exclusions  have  been  obtained  as  a  result  of  our  investigations,  as  well 
as  almost  $16  million  in  monetary  recoveries. 

We  note  that  one  mechanism  used  to  sell  superfluous  and  exorbitantly  priced 
eqmpment  is  to  waive — ^in  other  words,  not  bill  for — copayments  and  deductibles 
under  Medicare  part  B.  A  "copayment"  is  the  portion  of  the  cost  of  an  item  or  serv- 
ice which  the  Medicai'e  beneficiary  must  pay  the  "deductible"  is  the  amount  that 
must  be  paid  by  a  Medicare  beneficiary  before  Medicare  will  pay  for  any  items  or 
services  tor  that  individual.  We  issued  a  special  fi-aud  alert  to  over  800,000  health 
care  providers,  practitioners,  and  suppliers,  on  the  routine  waiver  of  Medicare 
copayments  or  deductibles.  The  fraud  alert  states  that  routine  waivers  are  illegal 
for  chai^e-based  providers  because  they  result  in  false  claims,  violations  of  the  anti- 
kickback  statute,  and  excessive  utilization  of  services  and  items.  It  points  out  that 
anyone  who  routinely  waives  the  copayment  or  deductible  is  misstating  actual 
charges.  These  persons  could  be  considered  as  doing  so  to  generate  business,  and 
could  be  encouraging  xmnecessary  uae  by  Medicare  beneficiaries  of  "free"  services. 

We  have  also  evcduated  the  kickback  area  fi'om  other  perspectives.  In  1989,  the 
OIG  released  several  reports  summarizing  the  financial  arrangements  between  phy- 
sicians and  health  care  businesses  to  which  they  refer  their  patients.  The  most  im- 
portant of  these  reports,  "Financial  Arrangements  Between  Physicians  and  Health 
Care  Businesses:  Report  to  Congress,"  foimd  that  12  percent  of  physicians  who  bill 
Medicare  have  ownership  and  investment  interests  in  entities  to  which  they  make 
patient  referrals.  We  also  found  that  such  arrangements  were  associated  with  in- 
creased utilization  of  services.  Patients  of  referring  physicians  who  own  or  invest 
in  clinical  laboratories  received  45  percent  more  services  than  Medicare  patients  in 
general.  We  estimated  that  this  increased  utilization  of  laboratory  services  by  pa- 
tients of  physician-owners  cost  the  Medicare  program  $28  million.  The  Congress 
used  these  findings  to  pass  legislation  to  outlaw  physician  ownership  in  clinical  labs 
to  which  they  refer  patients. 

In  January  1991,  we  issued  a  management  advisory  report  entitled  "Financial  Ar- 
rangements Between  Hospitals  and  HospiteJ-Based  Physicians"  in  which  we  de- 
scribe certain  arrangements  which  could  violate  the  anti-kickback  statiite.  We 
looked  at  the  fees  hospitals  receive  from  physicians  who  are  dependent  upon  refer- 
rals of  business  in  hospitals,  like  radiologists  and  anesthesiologists.  We  fi)und  sev- 
eral typeB  of  fees  which  are  in  excess  of  the  fair  market  value  of  the  services  the 
hospit^s  provide  to  physicians,  and  are  therefore  suspect. 

We  have  just  distributed  a  new  fi^-aud  alert  which  addresses  hospital  incentives 
to  doctors  who  refer  patients  to  hospitals.  Some  of  the  highly  suspect  features  here 
include  fi*ee  or  low  cost  rent  in  office  buildings  adjacent  to  the  hospital,  free  or  low 
cost  access  to  equipment  or  nursing,  billing  and  receptionist  services,  income  guar- 
antees, and  "loans  to  the  doctors,  which  are  forgiven  if  a  lot  of  business  is  referred. 

We  have  also  examined  the  range  of  drug  promotion  practices  that  involve  physi- 
cians receiving  money  or  other  items  of  value  from  pharmaceutical  companies.  In 
a  report  entitied  'Tromotion  of  Prescription  Drugs  Through  Payments  and  Gifts," 
we  assessed  the  vulnerabilities  such  practices  present  and  examined  the  responses 
of  government  and  private  ^oups  to  inappropriate  or  illegal  practices.  We  foimd 
that  pharmaceutical  compames  ofier  money  and  other  items  of  value  to  physicians 
for  a  range  of  purposes,  from  sponsoring  important  educational  activities  to  actively 
promoting  their  products.  These  promotional  practices  appear  to  affect  physicians' 
prescribing  decisions.  Accordingly,  we  are  currently  investigating  kickback  cases  in- 
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volvinff  promotional  practices  of  pharmaceutical  companies.  We  are  also  studying 
the  eflfect  of  safe  harbors  on  small  entities. 

Last  year,  we  issued  a  draft  report  entitled  "Review  of  Medicare  Payments  for 
Home  Blood  Glucose  Monitors."  This  report  examined  Medicare  payments  for  glu- 
cose monitors  and  the  impact  manufacturer  rebates  had  on  reinibursement  levels. 
Our  review  disclosed  that  excessive  Medicare  payments  were  made  for  monitors  be- 
cause claims  were  not  adjiisted  to  reflect  manufacturers'  rebates.  In  our  sample  of 
claims  where  rebates  were  available  at  the  time  of  purchase,  we  found  that  onlv  10 
percent  of  the  claims  were  properly  reduced  by  the  amount  of  the  rebate,  resulting 
in  potential  overpayments  for  the  remaining  90  percent  of  claims.  We  eJso  foimd 
that  fee  schedules  established  for  glucose  monitors  were  excessive. 

Manufacturer  rebate  programs,  such  as  those  offered  on  blood  glucose  monitors, 
make  it  difficult  for  Medicare  to  account  for  the  rebate  amount  in  computing  the 
proper  allowed  payment  to  create  a  financial  disincentive  to  establish  these  pro- 
-ams, we  support  changes  to  the  anti-kickback  statute  which  would  allow  for  the 
imposition  of  civil  monetary  penal  ties  for  failure  to  comply  with  the  statute. 

IV.    Investigations  of  Honie  Health  Agency  Fraud 

Home  health  agencies  (HHA)  provide  care  in  the  j^atient's  home,  with  limited  su- 
pervision by  the  attending  plwsician.  Thus,  there  is  viUnerability  to  a  variety  of 
fraud  schemes.  While  most  HlfAs  are  certainly  legitimate  operations,  a  few  are  out- 
right dishonest.  Since  1986,  we  have  successfully  prosecuted  22  HHAs  and  their  em- 
ployees for  Medicare  fraud.  In  the  last  2  years,  we  have  excluded  16  HHAs,  owners 
or  employees  from  participating  in  Medicare. 

There  are  several  categories  of  fraud  which  we  have  seen  in  HHA  operations  and 
which  we  believe  occur  throughout  the  United  States.  These  include:  cost  report 
fraud;  excessive  services  or  services  not  rendered^  use  of  unlicensed  or  imtrained 
staff;  falsified  plans  of  care  and  forged  physician's  signatures;  kickbacks  and 
intermediary  hopping.  Let  me  briefly  discuss  each  category. 

The  first  type  of  scheme  involves  falsifying  HHA  annual  cost  reports.  These  re- 
ports, which  are  subject  to  audit  by  the  intermediaries,  are  the  basis  for  determin- 
ing the  allowable  costs  of  famishing  services  and  determining  Medicare's  share  of 
those  costs.  Attempts  to  write  off  items  not  used  in  providing  care  to  beneficiaries 
represents  the  largest  single  area  of  fraudulent  activity  we  have  identified. 

The  second  scheme  involves  excessive  services  or  services  not  rendered.  Home 
care  services  must- be  (1)  ordered  in  a  **plan  of  care"  prepared  and  periodically  re- 
viewed by  a  physician  and  (2)  furnished  by  a  participating  HHA,  either  directly  or 
through  arrangements  with  others.  An  HHA  should  provide  only  those  services 
wliich  the  physician  orders.  However,  we  have  seen  instances  in  which  the  HHA  di- 
rected nurses  and  aides  to  make  unnecessary  visits,  or  to  falsify  documentation  in 
an  effort  to  make  it  appear  that  necessary  visits  were  made. 

Ssometimes,  services  maybe  provided  by  unqualified  individuals.  We  have  been 
concerned  with  this  for  some  time  while  congress  has  addressed  it  previously  addi- 
tional corrective  action  is  required.  The  scheme  of  using  imlicensed  or  untrained 
personnel  is  generally  part  of  a  larger  pattern  of  fraud. 

The  physician's  role  in  authorizing  home  health  care  is  critical.  Although  the 
HHA  may  evaluate  the  patient  to  determine  whether  the  requirements  for  Medicare 
coverage  are  met,  it  is  up  to  a  physician  to  certiftr  (and  periodically  recertify)  the 
medical  need  for  home  health  care  and  to  estabUsn  a  plan  of  care.  It  is  important 
to  note,  however,  that  the  physician  who  performs  these  tasks  is  not  required  to  ac- 
tually see  the  patient. 

Once  the  certification  and  plan  of  care  have  been  obtained,  the  HHA  deals  directly 
with  the  intermediary  in  submitting  claims  for  reimbursement.  We  have  found  that 
some  unscrupulous  HHAs  will  submit  claims  for  services  which  are  not  included 
under  the  original  plan  of  care.  If  the  patient's  physician  refuses  to  sign  a  plan  of 
care  we  have  found  that  some  HHAs  simply  foi^e  his  signature  to  the  document 
and  submit  it  without  his  knowledge. 

Patients  can  use  a  HHA  of  their  own  choosing,  but  a  "recommendation"  made  by 
a  hospital  discharge  planner,  a  social  services  representative  or  someone  else  in 
whom  the  patient  or  their  faiaQy  place  their  trust  will  carry  great  weight.  HHAs 
may  arrange  to  place  discharge  planners  in  hospitals  at  no  cnarge  to  the  hospitals. 
The  dischai^e  planners  then  refer  all  patients  to  the  HHA  that  pays  their  salaries, 
unless  the^  receive  specific  instructions  from  the  patient  or  the  patient's  family  to 
do  otherwise.  We  are  investigating  arrangements  such  as  these  as  potential  viola- 
tions of  the  Medicare  anti-kickback  statute. 

We  have  also  observed  a  proliferation  of  business  arrangements  which  are  in- 
tended to  enhance  the  investment  potential  of  health  care  related  businesses  by  ap- 
pecding  to  investors  who  are  in  a  position  to  direct  a  stream  of  referrals  to  their 
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business.  Hospitals,  physicians  and  other  potential  referral  sources  have  become  in- 
volved in  the  HHA  field  as  owners  or  investors.  Further,  we  have  seen  a  growth 
in  transactions  between  HHAs  and  suppliers  who  share  common  ownership  in  an 
effort  to  Inflate  the  amounts  wliich  Medicare  will  reimburse.  This  is  often  a  difficult 
scheme  to  detect,  even  by  the  most  skillful  auditor. 

Finally,  HHAs  are  jpaid  during  the  year  based  on  their  estimated  costs,  and  the 
intermediaries  make  final  settlements  based  on  the  amount  of  actual  costs  found  to 
be  reasonable  imder  Medicare's  cost-reimbimsement  rules.  Beginning  in  1979,  HCFA 
established  limits  that  Medicare  will  pay  for  home  health  care.  Separate  limits  are 
set  for  rural  and  urban  HHAs  because  costs  tend  to  differ  between  them.  Accord- 
ingly, HHAs  know  in  advance  the  maximum  amount  they  can  receive  for  providing 
each  service. 

Claims  for  home  health  services  are  submitted  to  the  regional  Medicare 
intermediary  serving  the  geographic  area  in  which  the  HHA  providing  the  services 
is  located.  The  HHA  has  tne  right,  however,  to  elect  another  intermediary  under  cir- 
cumsteuices  which  would  be  more  efficient  for  claims  processing.  This  change  must 
be  approved  by  HCFA. 

Variations  in  coverage  policies  can  lead  to  the  practice  of  "intermediary  hopping." 
Under  this  practice,  HHAs  shop  around,  learning  as  much  as  they  can  about  each 
intermediary's  coverage  policies.  They  learn  which  intermediaries  pay  the  most  for 
home  health  care  in  an  effort  to  obtain  maximxun  reimbursement  for  their  services. 
Armed  with  this  information,  some  HHA  chains  move  their  home  office  operations 
to  a  location  served  by  the  intermediary  with  the  most  favorable  coverage  policies. 
This  subverts  Medicare  guidelines  regarding  intermediary  jurisdiction. 

V.    Reimbursement  Manipulation 

Billing  is  another  significant  area  where  our  work  has  found  patterns  of  fraud. 
Many  fraudident  billings  involve  the  artfiil  manipulation  of  HCFA  reimbiu-sement 
rules.  Types  of  coding  manipulation  include  upcoding,  recovery  billing,  and 
"unbundling." 

Upcoding  is  a  relatively  simple  process  of  billing  a  service  using  a  code  for  similar, 
but  slightly  more  complex  service.  This  results  in  a  higher  reimbursement  rate  than 
is  appropriate  for  the  service  which  was  actually  rendered.  For  example  sajdng  a 
patient  had  a  stroke  ("a  cerebrovasciilar  accident")  instead  of  a  less-serious  tran- 
sient ischemic  attack  would  mean  approximately  $1,450  in  additional  pajjrment  to 
the  average  hospital.  Similarly,  calling  the  removal  of  a  small  wedge  of  tissue  (for 
a  biopsy)  a  "resection"  could  mean  as  much  as  $9,000  overpaid  per  procedure. 

In  a  draft  report  entitled  "National  DRG  Validation  Study  Update:  Summary  Re- 
port," we  identified  14.7  percent  rate  of  DRG  miscoding  for  1988.  Tliis  rate  was  sta- 
tistically significantly  lower  than  the  20.8  percent  which  the  OIG  found  for  1986 
(the  net  effect  on  payment  was  a  projected  overpajnnent  of  $308  million  in  1985). 
Only  51  percent  of  DRG  errors  over-reimbursed  the  hospitals  in  1988.  This  is  an 
improvement  over  our  1986  finding  of  60  percent  of  errors  resulting  in  overpay- 
ments. Overall,  by  1988,  hospital  coding  errors  were  no  longer  causing  significant 
over  reimbursements. 

In  addition,  we  have  completed  a  study  that  has  documented  a  related  issue,  enti- 
tled "Hospital  Acquisition  of  Computer  Software  Programs  Under  the  Prospective 
Payment  System:  Effect  on  Case  Mix  Index."  This  report,  released  in  January  1990, 
assessed  the  possible  impact  of  computer  software  used  in  medical  records  depart- 
ments on  Medicare  reimbursement.  Many  of  these  software  packages  contain  a  fea- 
ture, called  an  optimizer,  which  can,  among  other  things,  rearrange  Medicare  codes. 
This  so  called  "maximization"  is  the  deliberate  act  of  selecting  and  sequencing  the 
codes  which  will  result  in  the  highest  possible  reimbursement,  without  concern  for 
their  substantiation  in  the  medic^  records.  While  this  study  foimd  no  overall  impact 
from  the  use  of  optimizers,  we  continue  to  be  concerned  with  the  potential  misuse 
of  this  ec^uipment.  A  case  involving  a  small  hospital  which  ujsed  software  to  upcode 
resulted  in  a  civil  settlement  in  excess  of  $3  miUion. 

In  recovery  biUing,  consultants  review  provider  records  over  a  specified  period  and 
identify  "urhilled  services."  Tlie  billing  agent  typically  audits  patient  records  to 
identify  services  for  which  the  provider  had  failed  to  bill. 

While  such  action  is  perfectly  legal,  other  activities  of  the  consultants  are  illegal 
and  imethicaL  These  other  activities  include  "misinterpreting"  entries  in  the  records 
or  by  skuply  making  them  up,  upcoding,  and  unbundling.  These  imbilled  services 
are  submitted  to  third  party  payers  for  reimbursement.  In  addition  to  costing  pa- 
tients, insurance  companies,  and  the  Medicare  program  millions  of  dollars,  our  con- 
cerns with  these  billings  take  on  alarming  and  new  meaning  in  liffht  of  the  growing 
sophistication  being  demonstrated  by  those  submitting  recovery  bmings  to  Medicare. 
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Our  investigators  have  been  identifying  numerous  instances  of  fraudulent  recovery 
billing. 

We  are  also  concerned  about  the  practice  of  **unbundling,"  which  is  a  practice  in 
which  health  care  providers  submit  tills  piecemeal  rather  than  for  the  procedure  or 
product  as  a  whole.  We  believe  that  these  practices  are  imethical  and  contribute  sig- 
nificantly to  rising  heedth  care  expenditures. 

VI.  Laboratory  Fraud 

We  are  also  concerned  about  the  effect  and  extent  of  fraud  in  the  laboratory  area. 
The  b€isic  system  behind  laboratory  billing  is  that  each  test  procedure  (identified  b^ 
a  specific  code  number)  is  reimbiu-sed,  usually  according  to  a  fee  schedule.  Physi- 
cians must  order  these  tests.  Most  patients  have  Uttle  or  no  comprehension  as  to 
what  specific  tests  are  ordered,  the  reasons  behind  them,  or  even  what  laboratory 
performs  them.  This  situation  makes  fraud  that  much  more  subtle,  especially  if  the 
physician  is  involved  in  the  fraud.  I  woidd  like  to  provide  summaries  of  the  most 
common  t3rpes  of  laboratory  fraud  schemes. 

The  first  scheme  is  to  submit  claims  for  services  never  rendered.  In  addition  to 
costing  Medicare  millions  of  wasted  dollars,  this  simple  scheme  can  have  disastrous 
results  as  it  pertains  to  the  patient.  If  the  test  was  ordered  by  the  doctor,  the  ficti- 
tious results  provided  by  the  laboratory  give  a  false  picture  of  the  patient's  physical 
condition;  if  the  tests  were  not  ordered,  the  false  results  may  affect  later  dia^oses 
or  unnecessarily  muddle  the  present  patient  evaluation,  possibly  causing  additional 
expense. 

The  second  scheme  involves  unauthorized  or  excessive  tests.  A  laboratory  should 
perform  only  those  tests  which  the  physician  orders.  Many  times,  however^  a  labora- 
tory will  perform  and  bill  for  tests  never  ordered  and  which  are  not  medically  nec- 
essary. In  order  to  facilitate  this  scheme,  a  laboratory  will  supply  the  physicians 
with  an  order  form  which  will  link  tests  to  one  another,  even  if  not  warranted.  This 
results  in  the  physician  ordering  tests  A  and  B,  when  all  that  was  really  needed 
(and  wanted)  was  test  A.  Occasionally,  the  laboratory  will  actually  perform  the  test 
ordered,  but  will  bill  for  a  related,  more  expensive  one. 

In  the  last  5  years,  almost  60  convictions  and  civil  actions  have  been  obtained  as 
a  result  of  our  laboratory  investigations.  We  believe  that  laboratory  fraud  is  particu- 
larlpr  serious  in  light  of*^  the  expansions  of  new  technologies,  and  the  identification 
of  life  threatening  diseases,  as  well  as  the  critical  need  for  early  detection  of  certain 
illnesses.  Thus,  laboratories  are  one  of  the  many  areas  that  the  OIG  has  focused 
on  over  the  years. 

VII.  Hospital  Credit  Balances 

In  a  drafl  report  entitled  "Update  on  Findings  Developed  in  our  National  Review 
of  Medicare  Accounts  Receivable  With  Credit  Balances,  the  OIG  documented  that 
the  Medicare  program  was  losing  millions  of  dollars  because  Medicare  credit  bal- 
ances were  not  being  returned  to  the  government.  A  credit  balance  in  a  Medicare 
account  occurs  when  a  hospital  records  a  higher  reimbursement  than  the  amount 
charged  for  a  specific  Medicare  beneficiary.  A  credit  balance  may  be  due  to  an  ac- 
coimting  error  or  it  may  be  due  to  an  overpayment  to  a  hospital  fi-om  either  an 
intermediary  or  another  insurer. 

We  found  that  most  hospitals  are  not  routinely  reviewing  Medicare  credit  balance 
accounts  to  identify  Medicare  overpayments  for  refund  to  the  intermediary.  Specifi- 
cally, we  foimd  that  hospitals  owe  the  Medicare  program  about  $266  mulion  as  a 
result  of  Medicare  overpayments  Medicare  credit  Tbalances  but  not  refunded  to  the 
intermediaries.  The  chief  causes  of  these  Medicare  overpayments  are:  duplicate  bil- 
lings to  Medicare,  services  being  reimbursed  by  another  msurer  as  weU  as  Medicare, 
and  services  being  billed  but  never  rendered.  Hospitals  often  do  not  attempt  to  iden- 
tify^ and  refund  overpayments  to  intermediaries. 

We  £dso  found  that  intermediaries  are  not  aggressively  monitoring  hospitals  to 
identify  and  recover  Medicare  overpayments.  Hospitals  which  do  attempt  to  refimd 
overpayments  to  intermediaries  are  often  xmsuccessful  because  intermediaries  are 
not  always  responsive  to  hospitals'  efforts  to  return  the  amounts  inappropriately 
paid.  Some  hospitals  are  writing  off"  Medicare  credit  balance  accotmts  and  retaining 
money  owed  the  government. 

We  are  currently  conducting  an  analysis  to  determine  if  a  similar  situation  exists 
in  the  Medicaid  program.  Our  preliminary  findings  are  that  credit  balances  do  exist 
but  the  monetary  impact  is  not  as  great. 

VIII.  Otlier  Program  Noncompliances 

In  addition  to  activities  which  can  be  deemed  purely  fraudulent.  Medicare  pro- 
gram losses  which  result  from  noncompliance  with  program  rules  and  regulations 
reach  into  the  bilUons  of  dollars  annually.  While  MSP  is  the  most  dramatic  area 
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of  noncompliance,  our  office  has  been  actively  involved  in  identifying  other  areas  of 
noncompliance  and  in  assurinff  that  recoveries  are  made  and  that  program  modifica- 
tions are  made  to  prevent  further  losses.  Here  are  a  few  examples: 

•  In  a  March  1991  report,  we  documented  losses  to  the  Medicare  program  in  excess 

of  $8  million  in  one  region  (from  January  1,  1986  through  November  30,  1987) 
because  transfers  from  hospitals  were  erroneously  reported  and  paid  as  dis- 
charges. 

•  In  a  may  1992  draft  report,  we  estimated  that  about  $38.5  million  in  improper 

payments  for  nonphysician  outpatient  services  were  made  to  hospitals.  These 
improper  payments  were  made  because  adequate  computer  edits  and  controls 
were  not  implemented  at  the  hospitals'  and  the  fisced  intermediaries'  claims 
processing  systems. 

•  An  April  1992  review  disclosed  that  fiscal  intermediaries  made  approximatelv  $15 

million  in  overpayments  to  independent  dialysis  facilities  for  separately  billable 
drug  and  blood  services.  The  review  disclosed  that  most  fiscal  intermediaries 
did  not  have  adequate  internal  controls  to  ensure  that  the  claims  for  separately 
billable  drug  6uid  blood  services  were  paid  in  accordance  with  HCFA  guidelines. 

CONCLUSION 

In  attempting  to  reduce  fraud,  waste,  and  ab\ise.  we  do  not  simply  react  to  indi- 
vidual events  or  complaints,  but  rather  take  a  broader  and  more  proactive  approach. 
Our  philosophy  has  been  and  continues  to  be  to  employ  our  limited  resources  in  a 
balanced  fashion  to  identify  and  prosecute  wrongdoers,  recover  mijust  enrichments 
for  the  programs,  publicize  actions  to  increase  deterrence,  and  finally  reduce 
vulnerabilities  and  risks  with  corrective  actions. 

Over  the  years  we  have  risen  to  that  challenge  and  continued  to  produce  quality 
investigations  and  successful  prosecutions  at  a  rate  considerably  higher  than  pro- 
gram expansion  rates.  It  has  become  increasingly  more  difficult. 


Prepared  Statement  of  Senator  George  J.  Mitchell 

Thank  you  Mr.  Chairman  for  calling  this  hearing  today  to  examine  ways  to  dimin- ' 
ish  fraud  and  abuse  in  the  Medicare  program.  I  commend  you  on  your  dedication 
to  this  issue  and  your  ejBTorts  to  find  ways  to  end  abuse  within  our  health  care  sys- 
tem. 

Fraud  and  abuse  in  our  health  care  system  has  a  direct  impact  on  health  care 
cost  inflation  and  access  to  services.  It  is  an  element  of  our  health  care  system  that 
affects  the  integrity  of  every  component  of  the  system — ^practicioners,  suppliers,  car- 
riers, and  public  programs. 

The  General  Accounting  Office  recently  published  a  report  on  the  billions  of 
health  care  dollars  lost  to  fi-aud  and  abuse.  The  GAO  found  that  vulnerabilities 
within  the  hefdth  insurance  system  allow  unscrupulous  health  care  providers  to 
cheat  insurance  carriers  and  public  programs  out  of  billions  of  dollars  annually. 
They  estimate  that  approximately  $70  billion — 10%  of  our  total  health  care  spend- 
ing—will be  lost  to  fraud  eund  abuse  this  year  alone. 

This  is  unacceptable.  Our  nation  is  facing  rapidly  growing  health  care  costs  that 
consume  12  percent  of  our  gross  national  product.  We  are  also  facing  a  growing  im- 
insured  population  that  has  reached  37  million  Americems.  The  amount  of  money 
unscrupulously  stolen  from  the  system  has  a  direct  impact  on  the  health  care  cost 
and  coverage  problems  our  society  is  facing.  We  cannot  afford  to  tolerate  this  bla- 
tant abuse. 

The  health  care  system  of  this  nation  is  in  a  crisis  and  all  the  efforts  to  reform 
the  system  to  control  costs  and  assure  access  will  not  succeed  unless  the  incentives 
for  fraud  and  abuse  within  the  system  are  removed. 

I  thank  you  again  Mr.  Chairman  for  addressing  this  issue  today  and  I  look  for- 
ward to  hearing  the  testimony  of  your  Avitnesses. 


Prepared  Statement  of  Corrine  Parver 

Mr.  Chairman  and  Members  of  the  Committee:  I  am  pleased  to  discuss  the  impor- 
tant role  the  home  medical  equipment  (HME)  services  industry  plays  in  helping  cur- 
tail unnecessary  Medicare  expenditures.  I  am  Corrine  Parver,  President  and  Chief 
Executive  Officer  of  the  National  Association  of  Medical  equipment  Suppliers 
(NAMES),  the  national  trade  association  representii  IS  the  HME  industry.  NAMES 
is  a  non-profit  association  representing  over  2000  HME  suppUers  operatmg  in  over 
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4500  facilities  nationwide.  Accompanying  me  is  Jim  Liken,  NAME  Board  member 
and  President  of  Liken  Medicare  Center,  with  facilities  serving  home  care  patients 
in  Pennsylvania  and  West  Virginia. 

According  to  physicians'  prescriptions  and  determinations  of  appropriate  medical 
need,  NAMES  members  furnish  a  wide  variety  of  equipment,  supplies  and  services 
to  Medicare  beneficiaries  for  home  use.  These  items  rage  fi-om  traditional  medical 
equipment  such  as  hospital  beds  and  walkers  to  highly  sophisticated  services  such 
as  oxygen  ventilators;  parenteral  and  enteral  supphes,  wluch  provide  nutrition  via 
equipment  to  individuals  who  cannot  eat  normally;  apnea  monitors,  which  allow 
parents  to  closely  guard  high-risk  infants*  breathing;  and  technoloffically-advanced 
equipment  such  as  power  wheelchairs,  which  are  custom-designed  for  persons  with 
severe  disabilities  to  help  enable  them  to  lead  more  independent  lives. 

My  testimony  focuses  on  two  main  issues: 

•  How,  together,  we  must  mount  an  effective  program  to  streamline  Medicare  ad- 

ministration and  increase  efficiency  through  a  targeted  and  well-thought-out 
campaign  and  to  identify  and  eliminate  abusive  and  unethical  practices  among 
all  Medicare  providers  (including  HME  suppliers)  through  legislation  and 
consumer  education  that  will  ensure  quaU^  care  and  etliical  behavior;  and 

♦  The  cost-effectiveness  and  socinl  value  of  HME  in  our  nation's  health  care  system. 

As  you  know,  HME  outlays  represent  approximately  2%  of  annual  Medicare  pro- 
grram  expenditures.  Despite  the  relatively  small  dollar  outlays  expended  on  HME, 
the  industry  has  for  several  years  borne  the  brunt  of  repeated  Congressional  budg- 
etary attempts  to  reduce  Meoicare  expenditures  by  seemmgly  singling  out  the  HME 
industry  as  riddled  with  abxisive  business  practices.  The  result  has  been  massive 
across-the-board  changes  in  reimbursement  policy  and  administrative  record-keep- 
ing for  our  smaU  segment  of  the  health  care  mdustry.  Yet,  not  only  have  these  dra- 
conian  measures  failed  to  **balance  the  Medicare  budget,"  but,  in  many  cases,  they 
have  jeopardized  access  to  needed  care  for  Medicare  beneficiaries  across  the  country. 
Such  documented  cases,  Mr.  Chairman,  are  particularly  prevalent  in  rm-al  settings 
and  states  such  as  West  Virginia. 

NAMES  stronffly  supports  efforts  to  eliminate  unethical  practices  in  the  Medicare 
program,  generally,  and  the  HME  industry,  specifically.  Legitimate  HME  suppliers, 
who  comprise  most  of  the  industry,  have  a  common  interest  with  policy  makers,  ana 
that  is  to  stop  eJl  imethical  HME  business  practices.  This  goal  can  only  be  achieved, 
however,  through  a  comprehensive  and  targeted  approach  that  supports  legitimate 
suppliers  by  strengthenmg  the  industry  while  also  making  it  extremely  tough  on 
scam  operators  to  conduct  business. 

For  this  reason,  we  hope  that  you  will  give  serious  consideration  to  incorporating 
into  your  efforts  the  comprehensive  ethics  legislation  for  the  HME  industry  that 
NAMES  helped  develop  and  which  was  introduced  as  H.R.  2534  by  Representative 
Ben  Cardin  (D-MD)  last  yeeu-.  H.R.  2534  has  elicited  strong  Congressional  interest 
since  its  introduction  in  the  House  and  currently  has  108  co-sponsors.  Several  provi- 
sions of  this  bill  have  been  incorporated  into  H.R.  3837,  the  "Federal  Program  Im- 
provement Act  of  1991,"  introduced  by  Rep.  J.J.  Pickle  (D-TX).  Similar  legislation 
also  has  been  introduced  in  the  Senate  in  me  form  of  S.  1736,  the  "Durable  Medical 
Equipment  Patient  Protection  Act  of  1991  "  introduced  by  Senator  Jim  Sasser  (D- 
TN)  and  S.  1988,  the  "Quality  in  Medical  Equipment  and  Supplies  Act  of  1991,"  in- 
troduced hy  Senator  WUUam  Cohen  (R-ME).  These  bills,  currently  pending  before 
this  Committee,  would  strengthen  the  standards  imder  which  HME  suppliers  oper- 
ate and  also  provide  for  other  needed  areas  of  reform. 

NAMES  recognizes  the  advantage  of  strengthening  ethics  in  the  HME  industry 
through  tightening  current  requirements  for  obtaining  a  Medicare  Part  B  supplier 
niunber.  As  evidenced  by  the  relative  ecise  with  which  mdividuals  intent  on  defraud- 
ing the  Medicare  system  are  able  to  operate  their  scam  operations,  the  current  sys- 
tem under  which  such  numbers  are  issued  to  suppliers  with  little  or  no  scrutiny  of 
business  practices  or  quahty  of  care  absolutely  requires  revision.  However,  my  legis- 
lative modification  to  this  administrative  process  must  ensure  that  the  reforms  are 
effective,  strong  and  capable  of  enforcement.  Certain  minimum  criteria  should  be 
met  by  all  individuals  interested  in  becoming  and  remaining  quaUfied  as  HME  sup- 
phers. 

S.  1988  contains  an  extremely  critical  provision  to  HME  suppliers  and  physicians 
alike.  This  provision  is  a  prime  example  of  why  targeted  legislation  is  needed  to 
counteract  prior  attempts  to  address  perceived  abuses  by  punishing  all  HME  suppli- 
ers, physicians  and  the  beneficiaries  they  serve.  Current  Medicare  law  prohibits 
HME  suppliers  fi-om  completing  any  part  of  the  claims  processing  document  (called 
certificates  of  medical  necessity  or  "CMNs")  required  by  the  Health  Care  Financing 
Administration  (HCFA)  to  show  that  an  item  of  HME  is  medically  necessary. 


By  prohibiting  suppliers  from  completing  any  portion  of  this  docum^nt-vwhich 
may  involve  extremely  technical  and  verbose  explanations  detailing  such  issues  as 
wheelchair  seat  height,  width  and  elevating  versus  swing-away  leg  rest-s — ^physi- 
cians now  will  be  reauired  to  become  intimately  knowledgeable  about  literally  hun- 
dreds of  minute  HCPCS  codes  and  other  complex  technical  ec^uipment-related  data. 
Tliis  is  complex,  HME-specific  data  which  physicians  have  neither  the  expertise  nor 
the  time  to  learn.  When  this  provision  is  implemented  fully  by  HCFA,  the  adminis- 
trative slowdown  in  claims  proc^sing  and  the  ultimate  resulting  delay  in  bene- 
ficiaries obtaining  needed  HME  will  be  immense  and  certainly  counterproductive  to 
the  intent  of  this  Committee — namely  to  reduce  waste,  fraud  and  abuse,  and 
streamline  Medicare  administrative  operations. 

For  this  reason,  H.R.  2534  and  S.  1988  are  needed  to  correct  this  ill-conceived  pol- 
icy. Both  bills  target  the  CMN  distribution  prohibition  where  the  need  exists — on 
specific  items  of  HME  which  the  Secretarjr  of  Health  and  Human  Services  deter- 
mines are  subject  to  abuse  or  overutiUzation.  It  is  this  kind  of  appropriate  policy 
rationale  that  we  need  to  consider  to  reduce  waste  and  fraud  in  the  Medicare  pro- 
gram— not  the  current  mind  set  that  embodies  a  philosophv  of  increasing  paperwork 
and  bureaucratic  administrative  burdens  across-the-boara  rather  than  targeted  to 
the  abusive  few. 

Another  important  legislative  provision  for  streamlining  Medicare  administration 
is  the  critical  need  for  enactment  of  a  first  month,  lump  sum  "purchase  option"  for 
certain  item  of  HME.  Where  it  is  clear  from  the  outset  that  the  patient's  need  is 
permanent  or  long-term— either  through  physician  diagnosis  or  other  objective 
standards — a  Medicare  beneficiary  should  be  entitled  to  purchase  the  equipment  at 
the  beginning,  rather  than  incur  additional  needless  administrative  burdens  on 
Medicare  carriers  through  processing  monthly  rental  claims.  This  critical  provision, 
while  contained  in  H.R.  2634,  is  not  currently  in  any  Senate  bill.  NAMES  therefore 
urges  you,  as  you  consider  other  HME-related  legislative  initiatives,  to  amend  S. 
1988  to  provide  for  such  a  purchase  option. 

As  with  any  relatively  young  industry,  I  candidly  acknowledge  there  have  been 

f>roblem  with  a  smaU  minority  of  HME  suppliers  who  take  advantage  of  existing 
oopholes  in  the  Medicare  program.  Reports  of  certain  abusive  business  practices  by 
some  imscrupulous  people  who  have  orchestrated  so-called  telemarketing  operations 
or  engaged  in  other  "scam"  practices  under  the  guise  of  operating  an  HME  company 
are  Imown.  At  best,  NAMES  believes  these  unethical  suppliers  represent  less  than 
Vz  of  1  percent  of  the  HME  services  industry.  Nonetheless,  NAMES  believes  even 
one  such  supplier  is  too  many,  and  for  that  reason,  took  the  lead  last  year  in  devel- 
oping sound  corrective  proposals  for  Congress*  consideration.  Since  then,  NAMES 
consistently  has  encouraged  Congress  to  enact  tough  legislation  to  eliminate  even 
those  few  mdividuals  who  not  only  damage  an  otherwise  quality  industry,  but  also 
cause  unnecessary  Federal  expenditures  and  in  so  doing,  exploit  the  elderly. 

The  HME  suppliers  represented  by  NAMES  provide  high-quality,  24  hours  a  day, 
7  days  a  week,  cost-effective  home  care  services  which  allow  people  to  recuperate 
from  an  illness  or  ii\jury  in  their  own  homes  surrounded  by  family  and  friends. 
HME  allows  individuals  to  enjoy  independence  with  dignity  and  thus  a  better  qual- 
ity of  life.  As  the  spiraling  costs  of  health  care  continue  to  fiiel  the  national  debate 
about  how  best  to  control  expenditures  while  also  providing  quality  care  to  Ameri- 
cans in  need  of  these  services,  it  makes  sound  economic  sense  to  recognize  the  value 
of  HME.  Yes,  HME  outlays  are  crowing.  But  the  growth  is,  first  of  all,  very  modest 
compared  to  other  segments  of  the  health  industry  and  is  due  almost  entirely  to  ex- 
panding patient  needs  and  the  increasing  demand  for  more  medical  care  to  be  pro- 
vided in  the  home  rather  than  a  more  costly  institutional  setting — and  not  because 
of  increased  Medicare  reimbursement  levels  which  have  actually  decreased  in  the 
past  6  years. 

Further,  any  hearing  about  Medicare  waste  should  not  focus  solely  on  provider 
abuse.  As  you  know,  the  Medicare  program  cannot  operate  efficiently  without  pri- 
vate contractors  such  as  carriers.  But  when  a  carrier  commits  fraud  or  abuse,  harm 
to  the  public  can  be  as  substantial,  if  not  more  so,  than  the  harm  incurred  by  any 
one  particular  health  care  provider.  For  example,  the  Department  of  Justice  on 
April  17,  1992  announced  its  intervention  in  a  lawsuit  against  a  carrier,  Florida 
Blue  Cross  and  Blue  Shield,  aUeging  violations  of  the  False  Claims  Act  from  1986 
to  the  present  stemming  from  a  scheme  to  defraud  the  Medicare  program.  The  law- 
suit contends  that  claims  were  mishandled  and  not  processed  as  required  by  Medi- 
care regulations.  If  Medicare  does  not  have  reliable  data  from  its  private  contrac- 
tors, how  can  it  possibly  go  after  the  supplier  community  appropriately  for  potential 
infractions? 

In  addition,  we  do  not  even  know  what  data  the  government  maintains  separate 
from  these  contractors  in  order  to  know  whether  the  information  the  contractors  are 
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maintaining  is  accurate.  Carriers  are  paid  millions  of  dollars  to  process  claims  accu- 
rately and  timely.  The  criminal  investigation  in  this  lawsuit  has  been  going  on  for 
two  and  one-half  years  without  an^  culmination.  Yet,  HCFA  continues  to  renew  this 
carrier's  Medicare  contract  and  tms  ceirrier  has  been  awarded  new  federal  govern- 
ment contract  responsibilities  throu^out  this  time  period.  Issues  of  this  sort  also 
must  become  part  of  both  the  focus  of  the  health  care  fraud  and  abuse  debate  and 
of  any  ultimate  solution. 

In  summary,  NAMES  joins  you  in  your  concerns  relative  to  \methical  practices 
and  waste  in  the  Medicare  program.  The  HME  industry  is  virtually  unique  in  ac- 
knowledging problems  in  its  sector  and  proposing  thoughtful  legislative  solutions. 
We  welcome  hearings  on  such  an  important  issue  and  the  opportxmity  to  discuss 
ways  to  eliminate  such  practices  through  mechanisms  such  as  strengthening  Medi- 
care suppher  number  qualifications  end  imposing  certification  standards.  NAME^S 
strongly  encourages  you,  however,  to  consider  the  total  array  of  needed  legislative 
changes  for  the  HME  industry  and  to  enact  legislation  which  addresses  in  a  com- 
prehensive fashion  needed  HME  reforms  such  as  a  targeted  CMN  prohibition  and 
a  viable  purchase  option.  We  urge  you  also  not  to  enact  piecemeal  or  ad-hoc  jprovi- 
sions  which  often  punish  legitimate  suppUers  while  still  providing  enough  "wiggle- 
room"  to  allow  unscrupulous  individuals  to  perpetuate  their  scams.  To  address  the 
problem  of  abusive  business  practices  in  tne  HME  industry,  the  proper  response 
from  Congress  should  be  to  target  the  abusers.  To  mindlessly  reduce  HME  reim- 
bursement across  the  board  does  nothing  to  punish  abusers  or  extricate  them  from 
theprogram  and  it  punishes  the  many  for  the  sins  of  the  few. 

The  HME  industry  is  a  valuable,  increasingly  vital  element  in  our  nation's  health 
care  system.  In  an  era  of  increasing  cost-consciousness  and  concern  about  the  heal  th 
care  of  our  nation's  elderly  and  people  with  disabilities,  it  makes  plain  policy  sense 
to  preserve  the  very  benefit  that  provides  health-related  services  in  the  most  cost- 
effective  and  yet  compassionate  fashion.  HME,  as  a  part  of  home  care,  offers  a  prac- 
tical alternative  to  the  continuing  high  costs  of  institutionalization  and  allows  for 
an  enhanced  quality  of  life.  In  fact,  a  May  1991  national  survey  conducted  by  Na- 
tional Research,  Inc.  shows  that  76  percent  of  Americans  would  prefer  to  be  taken 
care  of  at  home  if  recuperating  from  a  serious  accident  or  illness.  As  our  nation's 
elderly  population  increases  and  as  fiirther  technological  advances  are  made  to  help 
empower  people  with  disabilities  to  realize  their  unique  potential,  policy  makers 
should  recognize  HME  as  a  unique  contributor  to  our  coimtrys  overall  health  care 
system. 

In  addition  to  legislative  reform,  NAMES  also  believes  that  a  weU-informed 
consimier  is  an  equally  important  deterrent  to  Medicare  "scam"  operations.  To  that 
end,  NAMES  wiU  continue  its  strong  educational  efforts  for  Medicare  beneficiaries. 
As  well,  we  are  committed  to  help  ensure  that  aU  NAMES  member  companies  act 
ethically.  NAMES  will  continue  to  take  the  lead  in  addressing  unethical  practices 
through  education,  cooperation  with  OIG  and  HCFA  and,  hopefully  this  year  with 
yotir  help,  through  passage  of  companion  Senate  and  House  bills  which  meet  the 
needs  of  Medicare  beneficiaries  and  the  legitimate  HME  industry  and  the  millions 
of  Americans  it  employs  and  serves. 

NAMES  looks  forward  to  working  together  with  Congress  to  help  solve  these  prob- 
lems. 


Prepared  Statement  of  Senator  David  Pryor 

I  would  like  to  thank  Senator  Jay  Rockefeller,  the  Chairman  of  this  Subcommit- 
tee, for  holding  this  afternoon's  hearing  on  fraud,  waste,  and  abuse  in  the  Medicare 
program.  This  costly,  serious,  and  unfortimately  all  too  pervasive  problem  is  \mder- 
mining  Medicare,  and  I  applaud  your  effort  to  focus  needed  attention  on  strategies 
for  eliminating  it. 

Unchecked  fraud,  waste,  and  abuse  in  our  health  care  system  adds  fuel  to  the  fire 
of  our  health  care  crisis.  Without  coimting  waste,  estimates  of  the  losses  due  to 
fraud  and  abuse  run  as  high  as  10  percent  of  our  nation's  health  care  bill — about 
$80  billion  this  year  alone.  With  respect  to  Medicare,  this  translates  to  over  $10  bil- 
lion in  estimated  losses. 

Every  member  of  Congress  is  wrestling  with  how  to  restore  affordability  and  ac- 
cess to  the  system.  No  one  has  worked  harder  at  resolving  this  question  than  you, 
Mr.  Chairman.  However,  we  cannot  claim  success  in  reforming  our  health  care  sys- 
tem until  we  have  made  successful  inroads  into  controlling  fraud  and  abtise  that 
plagues  this  system. 

Most  health  care  providers  are  honest.  However,  even  a  small  number  of  imscru- 
pulous  individuals  can — coid  do — steal  enormous  amounts  of  money  from  Medicare. 
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At  a  hearinff  of  the  Special  Committee  on  Aging  I  chaired  last  Fall,  I  heard  the  story 
of  how  a  telephone  salesman  pushed  unneeded  and  dangerous  medical  equipment 
on  an  elderly  woman  and  then  charged  it  to  Medicare.  Her  continued  appeals  to 
Medicare  to  refuse  payment  and  to  force  him  to  take  back  the  equipment  feU  on 
deaf  ears.  She  later  learned  that  this  same  scam  had  been  perpetrated  in  her  state, 
and  in  neighboring  states,  and  resulted  in  false  billings  to  Medicare  totalling  $9  mil- 
lion. Unfortunately,  there  are  too  many  similar  stories  across  the  countiy. 

At  that  same  hearing,  a  representative  of  the  General  Accounting  Office  testified, 
that  Mediccffe  beneficiaries  are  the  primary  source  of  leads  on  fi-aud  and  abuse,  and 
yet  about  half  of  all  their  calls  to  Medicare  are  ignored.  How  did  the  representative 
of  the  Health  Care  Financing  Administration  respond  to  these  findings?  She  an- 
nounced that  HCFA  was  closing  down  the  toU-fi-ee  lines  beneficiaries  used  to  make 
these  calls.  Fortunately,  an  uproar  fi-om  Congress  prevented  this  ft-om  happening. 

With  the  Medicare  bureaucracy  asleep  at  tne  switch,  fi*audulent  medical  eq\iip- 
ment  suppliers  have  been  able  to  steal  an  estimated  $200  million  yearly.  After  heeu*- 
ings  and  legislation  resulting  fi-om  the  leadership  of  Senator  Sasser,  the  Chairman 
of  the  Budget  Committee,  and  Senator  Cohen,  the  Ranking  Minority  Member  of  the 
Aging  Committee,  the  bureaucracy  is  finally  starting  to  wake  up  and  take  steps  to 
deal  with  this  problem.  I  am  pleased  to  have  supported  these  efforts. 

Unfortunately,  the  failure  to  take  health  care  fi'aud  and  abuse  seriously  is  not 
limited  to  the  Medicare  bureaucracy.  In  my  capacity  as  Chairman  of  the  Federal 
Services  Subcommittee,  I've  been  trying  for  the  last  several  years  to  get  the  Office 
of  Personnel  Management  to  implement  anti-fi-aud  controls  in  the  area  of  federal 
employee  health  benefits.  These  controls  were  mandated  by  legislation  in  1988,  and 
to  this  day  OPM  has  not  taken  action. 

Mr.  Chairman,  crooked  health  care  providers  are  running  circles  arotmd  Medi- 
care, grabbing  noillions  of  dollars  with  each  turn.  When — and  if — ^these  crooks  get 
caught  they  simply  prey  on  another  sej^ent  of  our  massive  and  fi-agmented  health 
care  system.  It's  high  time  the  Administration  showed  leadership,  rather  than  lax- 
ity, in  effbrts  to  stem  this  epidemic. 

According  to  a  GAO  report  that  was  issued  about  two  weeks  ago,  a  major  reason 
crime  pays  in  the  health  care  industry  is  because  of  a  lack  of  communication  among 
federal  agencies  charged  with  fighting  this  problem.  The  Attorney  General  is  not 
talking  to  the  Secretary  of  the  Departanent  of  Health  and  Human  Services,  the  In- 
spector Generals  are  not  talking  with  the  Federal  Bureau  of  Investigations,  and 
Medicare  and  Medicaid  bureaucracies  aren't  speaking.  This  situation  is  unaccept- 
able. 

Consistent  with  GAO's  recommendation,  I  intend  to  soon  introduce  legislation 
that  will  not  only  get  these  federal  agencies  talking  to  one  another,  but  require  that 
they  work  togetner  in  this  area.  This  l^slation  wiQ  set  up  a  task  force  comprised 
of  me  Attorney  General,  the  Secretary  of  HHS,  and  all  of  the  other  heads  of  federal 
and  states  agencies  charged  with  combating  health  care  fi'aud  and  abuse. 

This  will  not  be  a  permanent  task  force,  and  it  will  not  cost  the  taxpayers  any 
money.  The  task  force  s  job  wiU  be  to  save  millions  if  not  bUlions  of  dollars  by  devel- 
oping mechanism's  for  coordinating  anti-fi*aud  and  abuse  activities  ^  finding  ways  to 
ensure  that  beneficiaries  are  enlisted  in  those  activities,  and  advismg  the  Congress 
of  any  changes  that  are  needed  in  federal  policies  to  help  in  this  effort.  Similar  leg- 
islation was  recently  introduced  in  the  House  by  Representative  Ted  Weiss,  Chair- 
man of  the  Government  Operations  Subcommittee  on  Human  Resources  and  Inter- 
governmental Relations. 

Mr.  Chairman,  I  will  conclude  my  statement  by  again  thanking  you  for  holding 
today's  hearing.  I  urge  you  and  others  to  support  this  legislation. 


Prepared  Statement  op  Senator  Jim  Sasser 

I  want  to  commend  the  Committee  and  Senator  Rockefeller  and  Senator  Bentsen 
for  holding  this  hearing.  It  is  timely,  it  addresses  a  subject  I  believe  needs  imme- 
diate attention,  and  I  hope  this  Committee  wiU  be  able  to  move  forward  expedi- 
tiously on  legislation  to  correct  problems  of  fi'aud  and  abuse  in  Medicare's  durable 
mediced  equipment  and  supply  program. 

I  am  glad  to  be  able  to  present  to  you  today  the  results  of  several  hearings  I 
chaired,  as  Chairman  of  the  Budget  Committee,  and  discuss  with  you  the  provisions 
of  S.  1736,  the  Medicare  Durable  Medical  Equipment  Patient  Protection  Act  of  1991. 
I  note  that  Senator  Grassley  was  also  active  in  our  Budget  Committee  hearings,  and 
both  Senator  Grassley  and  Senator  Pryor,  along  with  several  other  members  of  the 
Senate,  have  sponsored  this  legislation. 
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Between  May  13,  1991  and  November  21,  1991  the  Budeet  Committee  held  five 
hearings  in  Waste  and  Abuse  in  Medicare  Payments  for  Medical  Eqxiipment  and 
Supplies.  I  would  like  to  submit  a  copy  of  those  hearings,  along  with  a  preliminary 
staff  report,  for  the  record  and  summarize  our  major  findings  here. 

MANIPULATION  OF  THE  SYSTEM  BY  SOME  UNSCRUPULOUS  PROVIDERS 

Testimony  offered  to  the  Budget  Committee  suggested  widespread  manipulation 
of  Medicare  reimbursement  for  medical  equipment  and  supplies. 

(1)  We  foimd  many  instances  of  "carrier  sfwpping.**  Suppliers  would  shop  aroimd 
for  the  highest  reimbursement  rates  and  the  most  lenient  utilization  allowances  and 
arrange  their  business  so  as  to  bill  ceuriers  where  the^  could  get  the  highest  prof- 
its— even  though  they  were  actually  selling  and  dehvenng  in  areas  with  much  lower 
costs. 

This  practice  is  encouraged  by  wide  variations  among  Medicare  carriers  in  allow- 
able reimbursement  and  coverage  policy.  We  found,  for  instance,  that  Medicare  paid 
$42  for  a  wheelchair  seat  cushion  pad  in  Tennessee— but  a  supplier  could  get  $249 
for  the  same  pad  in  Pennsylvania. 

(2)  We  xmcovered  one  agent  with  a  Medicare  billing  n\unber  who  'was  also  grossly 
inflating  billings  for  ostomy  supplies  through  "unbundling"  of  claims.  He  increased 
his  profits,  and  the  cost  to  Medicare,  by  1,400  percent  bv  buying  $160  worth  of  in- 
voices for  ostomy  supplies  sold  to  a  Me<ucare  beneficiary  oy  a  local  Tennessee  equip- 
ment suppher — and  then  billing  the  Pennsylvania  carrier  for  $2,300  component  by 
component  (rings,  flemge,  paste,  pouch).  We  also  heard  of  entire  wheelchairs  being 
billed  piece  by  piece. 

(3)  "Parameter  billing"  was  another  practice  we  found  widespread.  Some  suppli- 
ers, once  they  had  located  a  carrier  with  lenient  utilization  guidelines  on  a  specific 
item,  would  then  sell  to  Medicare  beneficiaries  and  biU  at  the  highest  utilization 
level  allowed  by  the  carrier — ^without  regard  to  patient  need. 

The  worst  example  of  that  we  came  across  was  a  scam  involving  a  small  item — 
a  "wound  care  kit" — routinely  sold  to  nursing  homes  as  dressings  for  bed  sores.  One 
carrier  at  the  time  allowed  a  high  tise  (3  kits  a  day  per  patient  per  woimd  site)  and 
had  a  high  reimbursement  ($30  per  kit).  One  witness  testified  that  his  former  em- 
ployer billed  for  60,000  kits  a  month  for  a  profit  of  over  $1.2  million  a  month  just 
on  this  one  item. 

(4)  We  took  some  unsettling  testimony  about  kickback  arrangements  between  local 
equipment  suppliers  or  nursing  homes  and  Medicare  billing  agents. 

In  one  instance  the  agent,  a  company  with  a  Medicare  billmg  nimiber,  would  buy 
invoices  for  supphes  sold  to  Medicare  patients  locally,  pay  the  actual  provider  his 
retail  price  plus  a  26  percent  add-on,  and  then  biU  Meoicare  directly  with  his  own 
great  markup. 

In  the  nursing  home  situation,  the  agent  would  deliver  a  great  volimie  of  cheap 
supplies  to  a  nursing  home — ^wotmd  care  kits  or'  "multi-podus  splints"— ^oy  the 
nursing  home  either  a  monthly  fee  or  a  per-patient  amount  for  "warehousing'  and 
"record  keeping" — and  then  bill  Medicare  for  the  equipment  using  the  beneficiary 
numbers  of  all  the  Medicare  patients  in  the  nursing  home.  The  equipment  gets 
dmnped  in  the  storeroom,  the  nursing  home  gets  paid  for  a  fi-ee  load  of  supplies, 
and  the  billing  agent  gets  big  bucks  fi-om  Medicare. 

(6)  I  was  surprised  to  find  that  just  about  anyone  could  obtain  a  provider  number 
for  medical  equipment  and  supplies.  There  was  no  system  to  determine  whether 
those  billing  Medicare  for  items  sold  to  beneficiaries  were  bona-fide  suppliers,  vir- 
tualljjr  no  questions  were  asked,  and  there  was  no  Umit  to  the  nximber  of  different 
provider  numbers  one  business  could  obtain. 

One  of  the  scam  artists  we  focussed  on  in  our  hearings  was  doing  business  under 
at  least  five  different  names,  possibly  as  manv  as  ten.  If  bilUngs  under  one  number 
came  under  cmy  scrutiny,  he  simply  switched  oilling  numbers. 

Mr.  Chairman,  those  are  just  some  of  the  worst  examples  of  the  testimony  we 
took  during  our  hearings.  We  didn't  even  spend  any  time  on  other  schemes  which 
have  gotten  a  lot  of  attention  fi-om  other  sources,  such  as  telemarketing  schemes 
and  falsification  of  certificates  of  medical  necessity. 

MEDICARE  DURABLE  MEDICAL  EQUIPMENT  PATIENT  PROTECTION  ACT  OF  1991 

There  clearly  is  room  for  major  reform  in  Medicare  pa3rment  policies  in  tliis  area. 
Our  bill,  S.  1736,  called  for  several  changes  to  prevent,  or  at  least  make  it  harder, 
for  these  fi*audulent  activities  to  take  place. 

We  called  for  more  uniform  reimbursement  policies  and  greater  claims  screening 
by  limiting  the  number  of  Medicare  carriers  handling  this  t3rpe  of  business  to  no 
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more  than  five.  We  also  would  eliminate  carrier  shopping  by  requiring  so-called  "zip 
code  billing."  Further,  to  combat  a  situation  in  which  virtually  anyone  could  receive 
a  Medicare  provider  nvmiber — and  in  some  cases,  many  numbers  for  one  supplier — 
we  called  for  a  new  provider  number  system  with  broad  information  disclosure  and 
a  regular  provider  nvmiber  renewal  process. 

I  have  been  pleased  to  note  that  the  Administration  has  since  taken  some  positive 
steps  on  these  three  fronts.  After  hearings,  and  after  legislation  was  introduced, 
new  regulations  were  proposed  to  consolioate  the  carrier  structure  for  all  medical 
equipment  and  suppUes,  to  require  "zip  code  billing/'  and  to  institute  a  new  provider 
number  application  process. 

These  regulations  are  now  in  the  process  of  being  finalized,  and  I  am  hopeful  that, 
once  the  new  administrative  system  is  in  place,  the  Medicare  program  will  be  in 
a  much  better  position  to  prevent  fi-aud  and  abuse  in  this  area.  I  would  urge  this 
Conmiittee  to  closely  monitor  the  implementation  of  these  new  rules  to  make  stu-e 
they  are  fully  implemented  and  that  a  coordinated  system  of  claims  monitoring  is 
aggressively  applied. 

1  would  also  note  that,  since  our  hearings,  separate  administrative  steps  have 
since  been  taken  to  eliminate  the  glaring  loophole  we  found  regeurding  reimburse- 
ment for  the  so-called  "woiind  care  kits." 

Even  with  these  positive  steps,  however,  I  would  urge  tliis  Committee  to  consider 
additional  legislative  steps  which  I  believe  would  make  it  easier  for  the  new  admin- 
istrative structure  to  make  a  reed  difference.  Our  bill  also  addressed  the  following 
areas: 

(1)  Mandating  Uniform  Pricing  And  Coverage  Polity:  The  large  variations  in  reim- 
bursement amoxmts  and  coverage  and  utilization  pohcies  for  the  same  item  from  one 
carrier  to  another  acted  as  an  invitation  to  some  unscrupulous  providers  to  ^ouge 
the  system.  They  also,  in  effect,  have  served  to  deny  some  Medicare  beneficiaries 
the  same  benefits  that  others  may  receive.  The  differences  may  be  somewhat  less 
over  time  as  the  new  carrier  structure  takes  shape,  but  I  believe  this  is  a  basic  prob- 
lem that  needs  further  legislative  action.  The  new  carriers  may  still  operate  on  more 
local  determinations  of  allowable  reimbursement  and  utilization,  and  from  what  I 
have  seen  there  needs  to  be  a  complete  re-evaluation  of  the  whole  pricing  system 
for  medical  equipment  and  suppUes. 

1  would  urge  the  Committee  to  move  toward  uniform  national  pricing  and  cov- 
erage and  utiBzation  criteria  for  aU  equipment  and  supplies. 

If  you  can't  do  it  aU  at  once,  I  woida  support  a  provision  now  being  considered 
in  the  House  to  begin  this  process  with  about  200  selected  items. 

At  a  minimum,  I  would  immediately  put  certain  items  we  foimd  to  be  subject  to 
preat  abuse  (ostomy  and  tracheostomy  supplies^  urologicals,  surgical  and  other  med- 
ical suppUes)  under  a  national  fee  schedule  similar  to  that  now  applied  to  major 
medical  ec^uipment  items.  A  very  preUmineuy  estimate  of  savings  just  on  this  one 
small  provision  of  our  bill  alone  is  about  $100  million  over  five  years. 

(2)  Making  The  New  Administrative  System  Work:  While  I  have  said  I  beheve  the 
steps  taken  by  the  Administration  to  streamline  the  carrier  structure  and  set  up 
new  requirements  for  obtaining  provider  numbers  is  a  step  in  the  right  direction, 
I  have  some  concerns  about  it  not  making  much  difference  unless  adequate  re- 
sources are  devoted  to  claims  screening,  verification  of  suppher  information,  and 
monitoring  of  the  new  system  in  general. 

Because  of  this  concern  otu*  bill  authorized  the  Secretary,  through  carriers,  to 
charge  suppliers  a  fee  of  up  to  $100  upon  appUcation  for  a  billing  number.  These 
user  fees  could  provide  adequate  funding  for  a  strong  enforcement  system.  We  have 
been  told  by  several  suppUer  organizations  that  they  would  support  this  tyjpe  of  fi- 
nancing in  the  interests  of  guaranteeing  closer  scrutiny  of  the  "bad  apples '  in  the 
business.  Since  we  introduced  our  bill,  we  have  had  some  conversations  with  Admin- 
istration representatives  which  suggests  that  the  fee  amount  could  be  significantly 
smaller  than  $100,  but  I  would  urge  the  Committee  to  consider  authorizing  some 
version  of  this  user  fee  to  make  sure  that  the  new  administrative  system  works  as 
it  should. 

(3)  Additional  Anti-Fraud  Measures:  Mr.  Chairman,  I  am  convinced  that  plugging 
up  the  loopholes  in  the  system  that  invite  this  kind  of  abuse  will  help,  but  that  it 
may  not  be  enough.  To  that  end  our  bill  also  would  require  the  Secretary  to  develop 
a  list  of  suppliers  who  have  abused  the  system  in  the  past  and  authorize  the  car- 
riers to  require  prior  approval  of  billings  submitted  by  those  on  the  Secretary's  Ust. 
This  is  modeled  on  the  prior  approval  authority  you  have  already  enacted  for  certain 
equipment  items  subject  to  abuse. 

Our  bill  also  would  strengthen  the  current  law  definition  of  what  constitutes  a 
kickback  by  making  it  clear  that  it  includes  arrangements  between  nursing  homes 
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and  suppliers  which  provide  remuneration  solely  for  "paperwork"  (no  more  than 
turning  over  beneficiary  assignment  of  rights  ana  getting  signatures  on  certificates 
of  medical  necessity  if  required)  and  "warehoiising." 

ADEQUATE  FUNDING  FOR  MEDICARE  PAYMENT  SAFEGUARDS 

Mr.  Chairman,  I  would  also  like  to  briefly  address  the  broader  area  of  funding 
for  pajrment  safeguard  activities  performed  by  Medicare  contractors  and  carriers.  As 
you  are  weU  aware,  the  (Jeneral  Accounting  Office  and  others  have  sounded  alarms 
about  what  they  see  as  underfundiM  of  payment  safegu6u-d  activities  in  general — 
and  about  problems  in  the  Medicare  Secondary  Payor  program  in  particidar. 

I  have  been  aware  of  these  problems  both  as  Chairman  of  the  Budget  Committee 
and  as  a  member  of  the  Appropriations  Committee,  and  the  testimony  we  took  fi-om 
several  people  during  our  medical  equipment  hearings  has  only  reinforced  for  me 
the  necessity  of  adequate  funding  for  these  activities. 

Over  a  year  ago,  my  staff  worked  with  the  Appropriations  Committee  staff  and 
with  the  Congressional  Budget  Office  to  see  if  we  comd  find  a  solution  to  this  prob- 
lem under  the  current  budget  strictures.  Ovit  proposal  at  the  time  was  that  we  ap- 
propriate some  additional  seed"  money  for  enhanced  payment  s£ifeguard  and  pay- 
ment recovery  activities.  The  additional  return  in  the  form  of  program  recoveries 
which  everyone  seems  to  beUeve  would  materialize  fi-om  this  activity  could  then  be 
deposited  in  a  revolving  fund  and  the  savings  could  be  used  to  finance  on-going  pay- 
ment safeguard  activities.  In  this  way  we  could  make  an  additional  investment  m 
this  activity  which  would  in  effect  be  self-funding  except  for  the  initial  appropriation 
of  "seed"  money. 

Our  proposal  did  not  carry  the  day  then,  but  I  believe  something  along  these  lines 
is  still  a  viable  option. 

I  know  Senator  Grassley  has  now  made  a  proposal  to  adopt  a  recommendation 
made  by  the  Greneral  Accounting  Office  to  change  the  budgetary  treatment  of  Medi- 
care payment  s€ifeguard  activities.  The  recommendation  loUows  past  precedent  set 
for  appropriations  for  IRS  compliance  spending,  in  which  the  law  provides  for  dis- 
cretionary spending  limits  to  be  increased  if  additional  amoimts  above  a  specified 
base  are  appropriated  for  these  compliance  activities.  I  believe  a  similar  approach 
is  being  considered  in  legislation  being  considered  by  the  House  Ways  and  Means 
Committee. 

Mr.  Chairman,  I  am  siu-e  you  wiU  appreciate  the  mixed  feelings  I  might  have 
about  such  an  approach  wearing  my  hat  as  Chairman  of  the  Budget  Committee. 

On  the  positive  side,  I  have  already  said  that  I  agree  we  need  to  devote  more  re- 
sources to  this  activity.  And  the  outcome  of  this  new  approach  would  appear  to  be 
much  the  same  as  the  revolving  fund  idea  we  had  earner  considered.  In  principle, 
I  can  support  this  recommendation. 

My  major  poHcy  concern  here  would  be — ^with  either  a  revolving  fund  or  with  a 
change  in  budgetary  treatment — that  there  be  specific,  accoxmtable^  verifiable  re- 
turns from  increased  program  safeguard  activities  linked  to  any  additional  funding 
made  available  for  that  purpose.  In  other  words,  I  would  question  an  approach 
which  would  simply  provide  open-ended  fiinding  for  aU  contractor  and  carrier  oper- 
ations. 

On  the  down  side,  I  am  sure  the  Chairman,  and  Senator  Grassley,  will  under- 
stand when  I  say  I  think  we  must  be  extremely  cautious  when  talking  about  open- 
ing up  the  Budget  Enforcement  Act  to  amendment.  I  have  not  sohcited  opinion  on 
this  subject,  but  I  am  sure  that  there  will  be  many  people  out  there  who  can  make 
just  as  strong  a  case  for  special  budgetary  treatment  for  other  programs  and  activi- 
ties. 


Prepared  Statement  of  Janet  L.  Shikles 

Mr.  Chairman  and  Members  of  the  Subcommittee:  I  am  pleased  to  be  here  to  dis- 
cuss the  challenges  that  the  Mediceu-e  prc^am  faces  in  assuring  that  payments  to 
medical  providers  are  timely  and  accurate  wliile  minimizing  the  loss  of  funds 
through  fraud,  waste,  and  abuse.  These  challenges  are  hardly  unique  to  Medicare: 
similar  challenges  face  all  health  insurers. 

Actions  taken  to  combat  Medicare  fi-aud  and  abuse  are  known  collectively  as  pay- 
ment safeguard  activities.  Medicare  generally  devotes  more  resources  to  safeguard 
activities  than  do  private  sector  companies.  But  several  GAO  studies  over  the  past 
few  years  have  shown  that  Medicare  actions  are  still  inadequate. 

We  released  a  report  2  weeks  ago  in  which  we  discussed  the  enormous  cost  the 
nation  incurs  as  a  result  of  health  insurance  fi-aud  and  abuse.  ^  Nobody  knows  for 
sure  how  much  is  lost,  but  many  beUeve  fi*aud  and  abus^  account  for  some  10  per- 
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cent  of  all  health  care  spending.  In  that  report  we  called  for  a  national  commission 
to  develop  remedies,  in  part  becaiise  of  the  inability  of  thousands  of  individual  in- 
surers to  successfully  address  fraud  and  abuse  independently. 

A  major  impediment  to  detecting  fraud  and  abuse  in  health  care  payments  is  the 
conaplexity  of  the  health  insurance  system.  Over  1,000  pmrers  process  4  billion 
claims  annually  to  pay  hundreds  of  thousands  of  providers.  Medicare  itself  expects 
to  process  600  million  claims  for  about  34  million  beneficiaries.  In  the  current 
health  insiu-ance  environment,  profiteers  are  able  to  stay  ahead  of  those  who  pay 
claims  for  several  reasons.  These  include  the  (1)  independent  operations  of  the  var- 
ious health  insurers  that  limit  collaborative  efforts  to  confront  fraudulent  providers, 
(2)  growing  financial  ties  between  health  care  facilities  and  the  practitioners  who 
control  referrals  to  those  facilities,  and  (3)  costs  associated  with  legal  and  adminis- 
trative remedies  to  fraud  and  abuse.  Finally,  an  insurerls  efforts  against  unscrupu- 
lous providers  can  result  in  scams  being  shUted  to  other  insurers. 

Medicare  not  only  is  sxibject  to  many  of  the  problems  common  to  aU  payers,  b\it 
also  faces  a  challenge  attributable  to  its  complex  administrative  structure.  The 
Health  Care  Financing  Administration  (HCFA),  which  oversees  the  program,  oper- 
ates through  numerous  contractors  responsible  for  the  daily  tasks  of  claims  process- 
ing and  administration.  Tliis  administrative  network  facilitates  the  handling  of  local 
needs  and  differences,  but  it  can  and  has  led  to  significant  variations  in  administra- 
tive practices  and  pajrment  policies  among  geographic  areas.  Finding  the  appro- 
priate level  of  national  uniformity  while  leaving  enough  discretion  to  handle  local 
differences  and  foster  innovative  approaches  to  address  fraud,  waste,  and  abuse  is 
a  significant  difficulty  facing  HCFA. 

SPECIAL  CHALLENGES  FACINQ  MEDICARE  MANAGERS 

In  1965,  when  the  Medicare  program  was  enacted,  the  law  called  for  insurance 
companies— private  insurers  ana  Blue  Cross  and  Blue  Shield  plans— to  process  and 
pay  claims.  This  arrangement  was  pragmatic  in  that  insurance  companies  had  both 
claims-processing  experience  and  eai  imderstanding  of  the  medical  practices  of  their 
communities.  As  a  resiilt,  contractors  were  given  considerable  discretion  in  setting 
and  implementing  payment  and  safeguard  policies.  Much  of  this  latitude  is  retained 
to  this  day. 

The  efficient  management  of  the  Medicare  program  therefore  depends  on  how  well 
the  contractors  perform  their  jobs  and  in  turn  on  how  weU  HCFA  oversees  contrac- 
tor performance.  This  administrative  arrangement  has  its  advantages  and  its  dis- 
advantages. One  advantage  is  that  contractors  have  the  flexibility  to  develop  effec- 
tive claims-processing  systems  and  medical  review  policies  supported  by  aggressive 
payment  safeguard  activities.  A  disadvantage  is  that  HCFA's  ability  to  manage  a 
consistent,  nationed  program  is  limited  by  tne  veuiation  in  contractors'  interpreta- 
tion of  Medicare  rules  and  regulations.  In  providing  direction  to  its  contractors, 
HCFA  must  maintain  a  balance  between,  on  the  one  hand,  developing  national  pro- 
-am policies  and  operations  that  protect  program  funds,  and  on  the  other,  preserv- 
ing the  autonomy  of  contractors  to  run  their  own  operations  and  that  of  providers 
to  make  decisions  about  rendering  medical  services. 

HCFA  has  sought  to  maintain  this  balance  by  gradually  moving  toward  fewer  con- 
tractors over  the  years  and  by  adopting  more  uniform  data-processing  systems  that 
should  permit  greater  uniformity  m  contractor  payment-processing  and  safeguard 
activities.  This  will  also  facUitete  more  rapid  and  consistent  implementation  of 
HCFA  contractor  directives  and  other  program  changes. 

Despite  these  initiatives,  we  and  others  have  identified  recent  problems  in  pro- 
gram operations.  These  suggest  that  HCFA  may  need  to  increase  oversight  of  its 
contractors  emd  that,  working  together  with  the  Congress,  HCFA  needs  to  seek  to 
attain  adequate  and  stable  funding  for  program  safeguard  activities. 

PROGRAM  WEAKNESSES  SUGGEST  NEED  FOR  STRONGER  HCFA  OVERSIGHT  ROLE 

Let  me  cite  some  of  the  problems  we  have  identified  in  our  audit  work  that  illus- 
trate oversight  weaknesses.  These  include  investigation  of  fraud  and  abuse  allega- 
tions, recovery  of  hospital  overpayments,  control  over  who  can  biD  the  program,  and 
payment  methods  for  emerging  technologies. 

Contractors'  Complaint  Investigations  and  Overpayment  Recovery  Efforts 

We  recently  reported  on  two  areas  where  limited  HCFA  oversight  of  Medicare 
contractors  contributed  to  a  breakdown  in  program  protections.  The  areas  involved 
the  investigation  and  referral  of  beneficiary  complaints  and  the  recovery  of  overpay- 
ments to  hospitals.  We  found  that  contractors  did  not  adequately  investigate  bene- 
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ficiary  complaints  or  recover  credit  balances  owed  to  Medicare  and  that  HCFA's  con- 
tractor monitoring  sjjrstems  did  not  identify  these  performance  problems. 

HCFA  provided  virtually  no  program  guidance  to  Medicare  contractors  regarding 
the  investigation  of  beneficiary  complaints — a  primary  source  of  fraud,  waste,  and 
abuse  leads.  In  fiscal  year  1990,  Medicare  contractors  reported  receiving  about  18 
million  calls  fi-om  program  beneficiaries.  A  small  but  sigmficant  portion  of  the  com- 
plaints we  monitored  at  five  contractors  were  allegations  of  fraud  and  abuse.  Half 
the  beneficiary  complaints  alleging  fi'aud  and  abuse  were  not  referred  to  carrier  in- 
vestigative staff.  Moreover,  many  complaints  that  were  properly  referred  were  not 
adequately  investigated.^ 

Carriers'  failure  to  adequatelv  investigate  beneficiary  complaints  of  provider  fraud 
and  abuse  can  result  in  missed  opportunities  to  recover  overpayments,  impose  pen- 
cdties,  and  send  a  message  to  the  provider  community  that  fraudident  or  abusive 
behavior  will  not  be  tolerated.  The  potential  of  effective  investigation  and  referral 
is  illustrated  by  one  case  in  which  a  provider  was  initially  pursued  for  billing  irreg- 
ularities for  eye  care  services  because  of  beneficiary  complaints.  Upon  further  inves- 
tigation of  over  100  apparently  similar  complaints,  about  300  fraudulent  claims 
were  detected.  The  provider  involved  agreed  to  refund  over  $2.5  million  to  the  fed- 
eral government. 

We  also  found  that  HCFA  was  not  giving  adequate  program  guidance  to  contrac- 
tors regarding  the  recovery  of  hospital  overpajmients.^  The  refundable  amounts,  re- 
ferred to  by  hospitals  as  credit  balances,  typically  occmred  both  when  Medicare  and 
other  insurers  mistakenly  paid  for  the  same  service  or  when  Medicare  paid  twice 
for  the  same  service.  Many  of  the  hospitals'  credit  balances  had  been  outstanding 
for  several  years,  despite  attempts  by  some  to  repay  the  money.  The  contractors  we 
visited  were  doing  little  to  identify  amoimts  owed  Medicare  or  to  assure  that  re- 
funds were  promptly  recovered.  In  response  to  a  special  HCFA  survey  of  providers, 
over  9,000  Medicare  hospitals  and  other  providers  reported  $171.7  million  in  over- 
pa3nnent8,  of  which  $84.2  million  had  been  repaid  as  of  March  1992.  HCFA  plans 
to  implement  a  reporting  and  tracking  system  to  monitor  such  overpayments  and 
assure  they  are  promptly  recovered. 

Controls  Over  WIw  Can  Bill  Medicare 

The  absence  of  a  strong  HCFA  role  has  also  contributed  to  contractors'  weak  con- 
trols over  who  can  bill  the  program,  how  to  issue  and  when  to  retract  provider  num- 
bers, and  when  to  update  information  on  providers.  Under  the  procedures  of  many 
contractors,  providers  applying  for  billing  numbers  receive  Uttle  scrutiny  of  their 
qualifications  or  their  ownership  or  investment  relationships.  For  certain  provider 
types,  contractors  have  difficulty  identifying  whether  an  applicant  has  been  pre- 
viously disciplined  by  the  program,  has  existing  Medicare  debts,  or  has  the  financial 
wherewithal  to  maintain  solvent  business  operations.  In  addition,  a  single  provider 
can  obtain  multiple  numbers.  The  Department  of  Health  and  Human  Services 
(HHS)  Office  of  the  Inspector  General  reports  that  many  Medicare  contractors  can- 
not identify  or  deactivate  nmnbers  for  providers  who  have  lost  the  legal  authority 
to  practice.'*  HCFA  has  proposed  regulations  and  guidance  to  obtain  ownership  in- 
formation, establish  minimum  standards  for  some  suppliers,  and  improve  contractor 
control  over  provider  numbers. 

We  will  soon  report  on  how  Umited  controls  over  provider  numbers  were  an  inte- 
gral part  of  a  multimillion-dollar  fraud  scheme  involving  mobile  physiology  labs.® 
The  fraudident  billings  were  masked  behind  at  least  30  different  corporate  names 
and  Medicare  provider  nimibers.  The  multiple  numbers  greatly  complicated  carriers' 
efforts  to  detect  suspiciously  hi^h  volumes  of  tests.  In  1987  Medicare  successfully 
prosecuted  laboratoiy  operators  involved  in  the  scheme,  and  one  owner  was  impris- 
oned. However,  Medicare's  efforts  to  recover  overpayments  to  providers  affiliated 
with  the  scheme  have  not  been  successful,  and  at  least  $5  mUhon  has  not  been  re- 
covered. 

Payment  Methods  for  Emerging  Technologies 

Establishing  pa3rment  methods  for  emerging  technologies  is  another  area  where 
HFCA  oversight  needs  improvement.  Medicare's  reimbursement  for  magnetic  reso- 
nance imaging  (MRI )  is  a  case  in  point.  HCFA  established  only  broad  guidelines  for 
setting  pa)rments  for  MRI  services  when  these  were  first  covered  in  1985.  As  a  re- 
sult, the  carriers  established  a  wide  range  of  MRI  reimbursement  rates.  In  some  lo- 
calities, Medicare's  pa)rment8  for  MRI  did  not  reflect  the  lower  costs  per  scan  that 
efficiency  and  economies  of  scale  have  achieved.  In  these  locations.  Medicare's  pay- 
ment rates  encouraged  a  proliferation  of  machines  because  they  even  permitted  pro- 
viders with  high-cost,  low-volume  machines  to  profit  from  scans  charged  to  the  pro- 
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^®°V,B^®?*i?j''®^®^*,f^®^?®^  standardizing  Medicare's  payment  for  MRS  serv- 
ices, HCFA  did  not  filUy  adjust  such  payments  to  reflect  declining  costs. 

Essentially  Medicare  payment  rates  for  new  technologies  are  not  systematically 
adjusted  as  the  technology  matures  and  unit  costs  decline.  Failing  to  make  such  ad- 
justments results  in  unnecessarily  high  Medicare  payments  and  encourages  an  over- 
supply  of  the  equipment  because  profits  can  be  earned  at  inefficient  levels  of  oper- 
ation.® 

BUDGET  curs  UNDERMINE  ACTTVITIES  TO  PREVENT  FRAUD,  WASTE,  AND  ABUSE 

Many  of  the  problems  we  have  discussed  above  may  be  attributable  to  budget  cut- 
backs that  have  affected  program  administration.  Though  Medicare's  payment  safe- 
guard activities  are  cost-effective— returning  nearly  $11  for  every  dollar  spent  in 
1989 — contractor  budgets  to  perform  these  functions  were  cut  from  1989  through 
1992.  During  this  period  claims  volume  rose  by  about  40  percent;  however,  Medicare 
cut  its  contractors'  funding  for  payment  safeguards  by  $15  million. 

Cuts  in  payment  safeguard  areas  translate  into  increased  program  losses  from 
fraud,  waste,  and  abuse.  The  largest  portion  of  contractor  safeguard  funding  pays 
for  staff  who  perform  claims  reviews,  investigate  providers  suspected  of  fraud  or 
abuse,  and  conduct  financial  audits  of  institutions  to  assure  the  accuracy  of  Medi- 
care cost-based  payments.  Thus,  if  claims  volume  increases  while  the  numbers  of 
safeguard  staff  remain  constant  or  decline,  contractors  review  a  lower  percentage 
of  claims. 

Funding  reductions  have  resulted  in  contractors  cutting  back  on  medical  and  utili- 
zation reviews  of  claims  that  are  essential  in  detecting  and  preventing  erroneous 
pajTnents.  Contractors  also  attribute  inadequate  funding  as  the  reason  for  not  pur- 
suing himdreds  of  millions  of  dollars  owed  to  Medicare  by  private  insurers  whose 
payment  responsibility  was  primary  to  Medicare's  and  for  fewer  and  less  timely  au- 
dits of  the  billions  of  dollars  claimed  by  hospitals  and  other  institutional  providers. 

The  magnitude  of  the  potential  losses  incurred  bv  Medicare  as  a  result  of  these 
cutbacks  is  illustrated  in  our  reports  on  Medicare  s  secondary  payer  program.  In 
1990  and  1991,  we  found  a  lar^e  inventory  of  potential  mistaken  Medicare  pay- 
ments that  were  not  being  investigated.  When  HCFA  implemented  a  system  in  mid- 
1991  to  track  this  inventory,  contractors  reported  over  $1.1  billion  in  unrecovered 
claims  that  were  mistakenly  paid.  At  the  same  time,  the  contractors  reported  not 
having  investigated  an  additional  large  backlog  of  claims  to  determine  what 
amounts  Medicare  paid  that  primary  insurers  should  have  paid.  We  estimate  that 
once  these  additional  claims  are  investigated,  over  $1  bilUon  in  mistaken  payments 
coidd  be  owed  by  primary  insurers.*^ 

Contractors  were  doing  little  to  recover  these  claims,  at  least  in  part  because  their 
fundinff  for  these  activities  was  significantly  reduced  in  fiscal  year  1990  and  re- 
mained at  that  level  in  fiscal  year  1991.  As  of  December  1991,  about  80  percent  of 
these  claims  remained  unrecovered.  In  response  to  this  problem,  contractors  were 
provided  an  additional  $20  million  during  fiscal  year  1992  to  recover  monies  due 
Medicare. 

In  its  fiscal  year  1993  budget,  HHS  proposed  increases  in  Medicare's  pa3nQient 
safeguards  budget.  The  plamied  increases  in  contractor  safeguard  funding,  if  appro- 
priated, will  allow  contractors  to  replace  staff  lost  to  cutbacks  in  prior  years  and 
to  accommodate  the  growing  claims  workload.  It  will  take  some  time,  however,  to 
hire  and  train  the  necessary  staff  and  to  implement  expanded  safeguard  programs. 

In  today's  difficult  budget  environment,  the  stabiUty  of  Medicare  contractor  fund- 
ing levels  will  remain  in  question.  Consequently,  we  continue  to  believe  that  the 
Congress  should  consider  modifying  the  budget  process  to  better  assure  adequate 
and  stable  Medicare  contractor  funcdng.® 

CONCLUSIONS 

In  conclusion,  fraud,  waste,  and  abuse  contribute  unnecessarilpr  to  the  health  care 
cost  spiral  that  confronts  this  nation.  Like  most  insurers.  Medicare  faces  program 
losses  because  of  inefficiency  and  exploitation.  These  expenditures  are  particularly 
troublesome  in  light  of  the  current  budgetary  environment  and  increasing  bene- 
ficiarv  out-of-pocket  costs.  HCFA  generally  places  more  emphasis  on  program  safe- 
guards than  private  insurers.  Yet,  while  HCFA  has  generally  reacted  to  remedy 
identified  weaknesses,  the  program  remains  vulnerable  to  unwarranted  losses. 

In  particular.  Medicare  administrators  face  unique  barriers  to  running  a  consist- 
ent, equitable  national  program.  PoUc3rmakers  need  to  act  to  ensure  that  contractors 
have  clear  incentives  to  manage  pro-am  dollars  efficiently  and  effectively.  One  as- 
pect of  this  issue  is  consistent  funding  for  such  activities.  Contractors  need  some 
assurance  that  fiinding  for  safeguard  activities  will  be  stable  and  adequate  so  that 
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they  can  hire  and  train  necessary  staff.  Such  fiindinff  would  provide  the  incentive 
necessary  for  contractors  to  make  a  long-term  commitment  to  improving  safeguard 
activities. 

Fimding  levels  for  these  activities,  however,  have  not  been  stable,  especially  when 
viewed  in  light  of  increased  claims  volimie.  Moreover,  recent  program  changes  have 
required  additional  resources  from  contractors.  Not  surprisingly,  contractor©  report 
that  safeguard  activities  have  been  adversely  affected,  (consequently,  we  continue  to 
support  modifying  the  Budget  Enforcement  Act  to  enable  adequate  and  stable  fund- 
ing for  Medicare  program  administration. 

In  our  view,  HCFA  must  also  take  a  more  active  stance  to  hold  contractors  ac- 
countable for  their  performance  in  program  administration.  To  monitor  and  direct 
contractor  actions,  HCFA  may  need  to  develop  better  information  systems,  more  fo- 
cused performance  measures,  and  stronger  contractor  guidance. 

I  want  to  thank  you  for  the  opportumty  to  speak  before  you  today.  This  Coromit- 
tee's  interest  and  involvement  in  HCFA's  admmistration  of  Medicare  is  likely  to  be 
an  importemt  component  in  addressing  the  major  challenges  faced  by  the  agency. 
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Prepared  Statement  of  George  E.  Spalding 
introduction 

I  am  Dr.  George  Spalding,  the  Medicare  Medical  Director  for  Transamerica  Ocd- 
dental  Life,  the  Part  B  Carrier  for  Southern  Cahfomia.  I  have  held  this  position 
since  April  1990.  I  am  a  board-certified  surgeon,  specializing  in  cardiovascmar  sur- 
gery, and  have  spent  36  years  in  private  practice.  I  have  been  asked  to  discuss  the 
role  of  carrier  medical  directors,  the  so-called  "hassle  factor,"  the  detection  of  fraud 
and  abuse,  and  the  role  of  the  Peer  Review  Organization  (PRO). 

THE  ROLE  OF  THE  CARRIER  MEDICAL  DIRECTOR 

In  1988,  discussions  between  the  American  Medical  Association  (AMA)  and  the 
Administrator  of  the  Health  Care  Financing  Administration  (HCFA)  resulted  in  the 
requirement  that  all  Part  B  carriers  employ  a  ftill-time  medical  director. 

Since  that  time,  the  duties  of  the  medical  director  have  evolved  to  include  serving 
as  a  source  of  medical  information,  interfacing  with  medical  societies  and  peer 
groups,  assessing  cxirrent  health  care  trends  and  technologies,  and  the  developing 
of  local  and  nationeJ  poUcy  issues  under  HCFAs  direction.  In  addition,  the  medical 
director  takes  a  leading  role  in  determining  when  medical  guidelines  must  be  devel- 
oped or  revised,  and  defending  medical  guidelines  when  challenged. 

THE  "hassle  factor" 

.  Whenever  I  am  in  the  presence  of  other  physicians,  talk  invariably  turns  to  the 
8b  called  "hassle  factor."  Tne  list  of  perceived  hassles  is  endless: 
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♦  there  is  too  much  paperwork 

♦  the  rules  change  unnecessarily 

•  too  much  docxunentation  is  requested 

•  Medicare  tries  to  tell  physicians  how  to  practice  medicine 

One  of  the  most  frequenthr  mentioned  hassles  is  the  use  of  prepayment  screens. 
These  screens  flag  a  claim  for  manual  review  when  it  exceeds  a  numerical  param- 
eter. Services  that  exceed  those  parameters  were  either  developed  for  additional  in- 
formation, reduced  to  a  lower  level  of  care,  or  denied.  In  reaction  to  provider  com- 
plaints, HCFA  is  now  moving  toward  focusing  medical  review  upon  those  providers 
whose  services  clearly  vary  from  their  peers. 

DETECTION  OF  FRAUD  AND  ABUSE  THROUGH  FOCUSED  MEDICAL  REVIEW 

Carrier  medical  review  is  an  efficient  means  of  generating  a  savings  to  the  Medi- 
care pro-am. 

Historically,  Transamerica  Occidental's  Medicare  Division  has  relied  on  a  number 
of  internal  computer  reports  to  detect  outlier  physicians  and  suppliers.  While  these 
reports  give  us  high  levels  of  insight  into  patterns  of  practice,  they  lack  the  breadth 
of  information  that  national  data  supply 

Very  recently,  HCFA  has  released  focused  medical  information  for  carrier  use, 
based  upon  an  analysis  of  1998  and  1991  claims  data.  This  data  shows  the  top  30 
services  billed  by  all  carrier  providers,  as  well  as  the  top  30  services  for  each  medi- 
cal specialty  group.  A  national  ranking  is  provided  for  the  same  services.  For  exam- 
ple, if  a  medical  procedure  was  ranked  6th  in  a  carrier  but  30th  nationally,  the  car- 
rier would  want  to  examine  why  its  providers  in  a  particular  specialty  performed 
it  proportionately  more  often  that  then*  national  peers.  We  are  hopeftd  that  HCFA 
will  continue  to  provide  carriers  with  tools  like  this  data. 

In  our  own  area,  we  have  identified  several  outlier  physicians  and  are  requiring 
special  claims  submission  procedures  focused  only  on  their  aberrant  practices.  One 
aoerrant  practice  that  came  to  light  showed  that  some  cardiologists  were  performing 
combined  riffht  and  left  cardiac  catheterizations  at  a  rate  of  about  3  times  that  of 
other  cardiologists.  Catheterizing  both  the  left  and  the  rig[ht  side  of  the  heart  pa^s 
more  than  when  only  the  left  side  is  done.  Clear  medical  indications  for  cathetenz- 
inff  both  sides  of  the  heart  have  been  established  and  published.  It  has  been  estab- 
lished that  approximately  a  20%  combined  right  and  left  catheterization  incidence 
is  the  norm. 

When  we  notice  proportionately  higher  utilization,  our  practice  as  a  carrier  is  to 
investigate  further.  In  these  cases,  medical  documentation  was  obtained  only  from 
those  cardiologists  with  a  nearly  50%  incidence  of  combined  right  and  left  catheter- 
ization. Hence,  not  ell  cardiologists  were  "hassled"  for  addition^  documentation. 

Our  recent  efforts  in  focused  medical  review  have  included  an  analysis  of  the  in- 
terpretation of  electronically  transmitted  EKGrs.  Section  4109  of  Public  Law  101—508 
provides  that,  effective  January  1,  1992,  separate  payment  can  no  longer  be  made 
for  EKGs  that  are  performed  or  oi^ered  as  a  part  of  a  visit  or  consultation.  Because 
electronically  transmitted  EKGs  were  exempted  from  this  provision,  we  beUeved 
that  there  was  a  potential  for  abuse.  I  am  pleased  to  report  that  there  was  no  sig- 
nificant increase  m  paid  claims  for  tliis  service  in  the  first  quarter  of  1992  over 
1991.  Not  aU  reviews  result  in  the  identification  of  aberrant  behavior,  however, 
analysis  of  potential  abuse  is  prudent  even  in  the  absence  of  significant  negative 
findings. 

Our  efforts  in  focusing  medical  review  have  netted  substantial  savinjgs  to  the  tax- 
payer. In  fiscal  year  1991,  Transamerica  Occidental's  Medicare  Division  realized 
$6.2  million  savings  from  physicians  and  suppliers  who  defrauded  or  abiised  the 
Medicare  program.  This  figure  represents  only  our  postpayment  medical  review  sav- 
ings. 

An  additional  savings  of  $66.3  million  was  made  due  to  our  prepayment  medical 
review  screens.  Focused  medical  review  can  direct  carriers  to  the  most  appropriate 
avenue  to  pursue:  i.e.,  prepayment  screens  and/or  postpayment  audits,  which  elimi- 
nates the  need  to  request  documentation  from  a  large  nimiber  of  physicians. 

THE  ROLE  OF  THE  PROS 

Medicare  carrier's  are  better  equipped  to  perform  the  medical  review  for  Part  B. 

The  Peer  Review  Organizations  (PkOs)  perform  contracted  utilization  and  medical 
review  functions  for  the  fiscal  intermediaries  who  administer  Part  A  of  the  Medicare 
program.  Hiey  also  perform  limited  Part  B  utilization  review. 

For  a  variety  of  reasons,  we  believe  that  the  Part  B  Medicare  carriers  have  an 
advantage  over  the  PROs  in  conducting  medical  review.  Most  importantly,  carriers 
see  the  entire  imiverse  of  claims  data,  instead  of  the  Umited  segment  that  the  PROs 
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review.  The  PROs  deal  primarily  with  quality  issues,  while  the  carriers  deal  with 
both  quality  and  quanti^  issues.  The  PKO/carrier  exchange  of  medical  review  cri- 
teria program,  now  in  effect,  seems  a  clear  example  of  duplication.  The  premise  of 
this  exchange  is  that  medical  review  criteria  can  be  brought  into  alignment  between 
PROs  and  carriers.  However,  the  information  that  we  receive  from  the  PROs  is  gen- 
erally alreadv  known  to  us  and  does  not  assist  us. 

The  cost  of  medical  review  and  the  timeliness  of  claims  pajrment  are  other  reasons 
we  believe  medical  review  should  remain  with  the  carriers.  As  carriers,  we  do  not 
believe  that  the  claims  processing  timeliness  standards  could  be  met  if  the  PRO  con- 
ducted prepayment  review  on  such  a  significant  volume  of  claims.  When  carriers 
conduct  prepayment  review  on  a  claim,  uiey  have  aU  the  historical  data  related  to 
the  beneficiary  available.  This  gives  us  a  more  rational  insight  into  determining  the 
necessity  of  the  services  rendered.  PROs,  on  the  other  hand,  look  at  the  claim  in 
isolation.  We  think  that  the  carrier  is  better  equipped  to  make  a  determination  on 
the  appropriateness  of  care.  Tlie  additional  data  that  the  carrier  has  access  to  al- 
lows us  to  manage  the  review  process  efficiently. 

CONCLUSIONS 

In  my  role  as  a  medical  director,  I  am  directly  involved  with  om*  Program  Integ- 
rity unit  in  the  monitoring  of  fraud  and  abuse.  Our  approach  to  detect  fraud  and 
abuse  is  an  interdepartmental  effort,  relying  on  prepayment  Medical  Review  staff", 
postpayment  Program  Integrity  staff"  and  the  insights  and  ejqjertise  of  staff*  consult- 
ants in  every  maior  specialty  of  medicine.  In  addition,  we  utilize  the  expertise  of 
man^  medical  ana  surgical  consultants,  and  meet  frequently  with  specialty  and  sub- 
specialty medical  societies. 

My  work  as  a  Medicare  medical  director  for  Transamerica  Occidental  has  been  the 
most  challenging  of  my  career.  It  is  a  privil^e  to  be  in  a  position  in  which  I  have 
the  ability  to  influence  both  the  proper  expenditure  of  the  taxpayers  dollars  en- 
trusted to  my  carrier  and  the  quahiy  of  the  care  rendered.  I  consider  this  a  serious 
responsibility. 

In  order  to  accomplish  our  goals,  we  must  continue  to  refine  our  medical  review 
processes.  We  believe  that  medical  review  is  best  accomplished  by  a  joint  effort  of 
prepaypaent  and  postpavment  review.  To  perform  one  without  the  other  is  like  clap- 
ping with  only  one  hand. 

An  ongoing  exchange  of  ideas  between  carrier's  staff*  and  medical  directors  is  vital 
to  achieving  complementary  policy  across  reraons.  Carrier  medical  review  is  an  effi- 
cient means  of  generating  a  savings  to  the  Medicare  program.  At  Transamerica,  for 
every  administrative  dollar  spent,  we  save  $12  in  benefit  dollars.  Continued  fimding 
of  medical  review  is  crucial  to  the  programs's  success. 


Prepared  Statement  of  William  Toby,  Jr. 

Mr.  Chairman  and  members  of  the  subcommittee:  I  am  pleased  to  be  here  today 
to  discuss  our  effbrts  to  safeguard  the  Medicare  trust  fiinds  from  improper  pa3rments 
for  services  and  supplies.  The  Medicare  pro-am  actively  pursues  specific  activities 
to  ensure  proper  pa3rment  for  necessary  services.  Today,  I  would  like  to  focus  on  two 
major  areas. 

The  Department's  initiative  to  ensure  proper  payment  for  durable  medical  equip- 
ment is  well  underway.  The  DME  initiative  is  aimed  at  curbing  fraudulent  and  abu- 
sive activities,  while  setting  more  reasonable  and  appropriate  pajrment  levels  for 
DME  supplies  nationally. 

The  Health  Care  Financing  Administration  is  also  committed  to  protecting  the  fis- 
cal int^rity  of  the  Medicare  trust  funds  by  avoiding  incorrect  payments  or  recoup- 
ing fiuids  tnat  were  paid  inadvertently.  Every  dollar  spent  on  these  payment  safe- 
guard activities  is  a  good  investment.  In  fact,  we  expect  each  dollar  in  the  Medicare 
c-ontractor  budget  devoted  to  payment  safeguard  activities  wiU  jdeld  a  $16  return 
to  the  trust  fimds  in  fiscal  year  1993. 

DURABLE  MEDICAL  EQUIPMENT  INITIATIVE 

Last  November,  the  Secretary  announced  the  Department's  initiative  to  address 
fraud  and  abuse  of  DME  and  other  medical  supphes.  While  the  vast  majority  of  the 
DME  industry  operates  fairly  and  honestly,  the  sjnatem  has  allowed  some  to  engage 
in  deceptive  practices. 

The  reforms  that  Senator  Sasser  has  put  forward,  as  well  as  other  legislation  that 
has  been  introduced,  will  act  as  effective  deterrents  cigainst  fraud  and  abuse.  How- 
ever, many  of  these  reforms  are  already  being  addressed  as  part  of  tiie  Depart- 
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ment's  DME  initiative.  The  Department's  DME  initiative  comprises  a  comprehen- 
sive program  of  regulatory,  admmistrative  and  legislative  improvements. 

Regulatory  Initiatives 

Chir  final  regulation  addresses  problems  associated  with  claims  processing,  "car- 
rier shopping"  and  billing  numbers.  The  final  regulation  will  be  pubfished  at  the  end 
of  this  month. 

Regional  Carriers, — The  final  rule  wiU  reduce  the  number  of  carriers  processing 
DME  claims  fi-om  33  to  four  regional  carriers.  With  fewer  carriers,  we  will  be  able 
to  utilize  experienced  personnel  who  can  process  claims  more  quickly  and  accu- 
rately. A  smaller  number  of  specialized  regional  carriers  will  reduce  variation  in 
coverage  decisions.  Also,  four  carriers  can  more  easUy  cross  check  claims  for  possible 
fraud. 

We  are  moving  ahead  with  this  initiative  and  are  pleeised  to  annoimce  that  we 
issued  a  Request  for  Proposals  last  week  and  hope  to  award  contracts  to  four  new 
regional  carriers  this  October. 

Carrier  Shopping. — The  regulation  will  prevent  medical  suppliers  fi-om  "carrier 
shopping."  Carrier  shopping  is  the  costly  practice  of  shopping  for  carriers  that  pay 
the  highest  rate  for  particular  equipment  or  supplies.  Medicare  will  no  longer  pay 
for  DME  based  on  where  the  order  was  taken.  Suppliers  now  wiU  be  paid  based  on 
the  rate  set  where  the  beneficiary  resides.  The  loophole  that  makes  it  easy  for  sup- 
pliers to  game  the  system  through  carrier  shopping  will  be  closed. 

Supplier  Numbers. — ^The  final  regulation  will  also  establish  tight  control  over  the 
issuing  of  supplier  numbers.  A  Medicare  billing  number  will  not  be  issued  until  a 
supplier  completes  an  application  detailing  information  on  ownership  and  business 
practices.  The  information  collected  on  the  application  will  be  compiled  in  a  national 
data  base  that  will  enable  us  to  identify  abusive  suppliers  and  track  them  if  they 
move  a  fi-audulent  business  to  a  new  location. 

Minimum  Standards. — Suppliers  will  also  be  required  to  certify  that  information 
on  their  application  is  true  and  that  they  meet  basic,  minimima  operational  stand- 
ards. If  compliance  with  the  standards  is  not  maintained,  the  provider  number  will 
be  revoked. 

Administrative  Initiatives 

Administratively,  we  are  aggressively  pursuing  a  mmjber  of  activities  that  will 
curb  abusive  DME  market  behavior.  Some  of  these  administrative  actions  include: 

•  Creating  model  coverage  and  medical  review  gviidelines  for  the  100  items 
identified  as  the  most  frequently  used  or  abused; 

•  Developing  standard  requirements  for  certificate  of  medical  necessity  forms; 

•  Refining  and  standardizing  the  coding  for  all  medical  equipment  and  supplies; 

•  Developing  unproved  carrier  edits  to  prevent  unbmidling  and  separate  billing 
of  supplies  for  higher  payment; 

•  Educating  physician  groups  on  the  costs  of  medical  equipment  and  the  abu- 
sive practices  of  some  suppliers;  and 

•  Educating  beneficiaries  about  supplier  schemes  to  entice  them  to  purchase 
equipment. 

Legislative  Initiatives 

The  Department's  DME  initiative  also  includes  several  legislative  strategies  that 
address  both  payment  and  administrative  shortfalls.  Oiu-  legislative  proposals  are 
aimed  at  establishing  more  reasonable  payment  amounts  for  DME  items  and  other 
medical  supplies  and  reducing  incentives  for  fi-aud  and  abuse. 

Prior  Authorization. — Our  prior  authorization  proposal  would  give  carriers  the  au- 
thority to  target  either  individual  suppliers  who  exhibit  abusive  behavior  or  selected 
items  that  have  been  subject  to  abuse. 

Certificates  of  Medical  Necessity. — ^We  propose  extending  the  prohibition  of  sup- 
plier completion  of  certificates  of  medical  necessity  forms  beyond  DME  to  all  items 
for  which  certification  is  required. 

Adjustment  of  Fee  Schedules. — One  legislative  proposal  would  improve  the  car- 
riers' abilitv  to  use  their  "inherent  reasonableness"  authority  to  adjust  payments 
that  are  either  grossly  excessive  or  deficient. 

Enteral  and  Parental  Equipment. — ^We  also  propose  to  pay  for  enteral  and  paren- 
teral nutrients  and  supplies  on  the  basis  of  a  fee  schedule  and  for  enteral  and  par- 
enteral equipment  using  the  same  methodology  that  is  used  for  DME. 

Enteral  and  parenteral  nutrients  and  supplies  are  currently  paid  on  a  reasonable 
charge  basis.  Our  research  has  shown  that  the  Medicare  program  is  paying  too 
much.  Under  this  proposal,  we  will  establish  a  fee  schedule  based  on  wholesale  and 
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retail  price  information.  The  proposed  fee  schedtile  will  make  payments  more  uni- 
form and  e<^tiitable.  Projected  savmgs  in  FY  1993  are  estimated  at  $10  million. 

Competitive  Bidding. — We  propose  phasing  in  the  use  of  a  competitive  bidding 
process  initially  for  oxygen  and  oxygen  products.  An  Office  of  Inspector  General  re- 
port found  that  Medicare's  fee  schedule  for  oxygen  is,  on  average,  174  percent  high- 
er than  the  Department  of  Veterans  Affairs.  TTie  DVA  uses  a  competitive  biddmg 
process. 

In  addition,  with  fewer  suppliers,  we  will  be  able  to  more  closely  monitor  the  qual- 
ity of  oxygen  services  provided  to  beneficiaries.  Competitive  bidding  for  oxygen 
would  save  $5  million  in  FY  1993. 

Recategorizing  Nebulizers  and  Aspirators. — We  are  proposii^  to  eliminate 
nebulizers  and  aspirators  fi-om  the  "fi-equent  servicing''  category  of  Medicare  DME 
payment. 

Currently,  we  are  required  to  make  indefinite  rental  payments  for  nebulizers  and 
aspirators  based  on  the  notion  that  thej  require  fi-equent  monitoring.  These  items, 
however,  do  not  require  fi-equent  servicing,  and  Medicare  rental  payments  often 
equ£d  an  amount  that  is  many  times  the  purchase  price.  Under  this  proposal.  Medi- 
care would  save  $30  million  in  FY  1993. 

Payment  Adjustments.— Finally,  the  President's  budget  includes  a  legislative  pro- 
posal that  would  authorize  the  Secretary  to  make  payment  adjustments  for  DME, 

f>rosthetics,  and  orthotics,  after  taking  into  consideration  market  factors  and  techno- 
ogical  changes.  This  proposal  would  save  $20  million  in  FY  1993. 

We  believe  these  reforms  wotdd  significantly  c\irb  DME  fi-aud  and  abuse  and 
standardize  DME  payments  nationally.  We  look  forward  to  our  continued  work  with 
you  and  other  members  of  Congress  to  put  the  system  on  the  right  track. 

CONTRACTOR  PAYMENT  SAFEGUARD  ACTIVITIES 

From  a  broader  perspective.  Medicare  is  aggressively  moving  to  combat  incorrect 
and  tmnecessary  payments.  Medicare  contractors  serve  as  our  fi-ontline  defense  to 
protect  the  integrity  of  the  trust  fimds.  Contractors  carry  out  four  ongoing  payment 
safeguard  functions:  medical  and  utilization  review,  provider  audits;  fraud  and 
abuse  detection  and  reporting,  and  the  Medicare  secondary  payer  program. 

The  Administration  is  conunitted  to  properly  funding  contractor  pajrment  safe- 
guard activities  while  improving  the  efficiency  of  contractor  performance.  However, 
the  pa^yment  safe^ard  fimction  is  one  among  many  stetutorily-prescribed  demands, 
including  processmg  and  paying  claims  within  the  mandated  timeliness  require- 
ments. Even  within  tight  budget  constrednts,  the  President's  FY  1993  budget  re- 
quest of  $404  million  for  contractor  payment  safeguard  activities  is  nearly  18  per- 
cent above  the  FY  1992  budget. 

Over  the  years,  contractor  payment  safeguard  activities  have  yielded  a  healtlw  re- 
turn for  money  invested.  In  FY  1993,  Medicare  contractors,  both  fiscal 
intermediaries  and  carriers,  are  expected  to  save  the  trust  funds  $6.2  biUion  in  in- 
correct or  unnecessary  payments. 

Medical  Review  /  Utilization  Review. — ^One  of  the  major  functions  of  payment  safe- 
cuards  is  to  determine  that  services  billed  are  medically  necessary  and  appropriate. 
Last  year.  Medicare  contractors  denied  nearly  28  million  claims,  4.6  percent  of  bills 
received,  for  services  considered  medically  unnecessary  or  not  covered  under  the 
Medicare  proCTam.  HCFA  is  restructuring  many  of  its  utilization  review  policies  to 
make  more  efficient  use  of  limited  contractor  dollars,  while  at  the  same  tame  mini- 
mizing the  hassle  inherent  in  the  utilization  review  activities. 

HCFA  is  committed  to  making  utilization  review  more  educational  and,  although 
we  will  still  be  denying  claims,  we  hope  to  educate  providers  about  appropriate  serv- 
ices that  are  covered  by  Medicare.  We  are  doin^  this  by  besinnin^  to  focus  on  paid 
claims  data  rather  than  on  a  claim-by-claim  review.  These  data  will  be  shared  with 
providers  so  they  can  see  how  their  practice  pattern  varies  from  that  of  their  peers. 

In  addition,  HCFA  has  taken  a  number  of  actions  in  the  last  year  to  detect  the 
provision  of  unnecessary  services  or  other  inappropriate  bilUng.  We  have  developed 
computerized  edits  to  detect  abusive  billing  practices  such  as  code  imbimdling  and 
upcoding.  In  the  first  three  months  of  1992,  these  edits  have  saved  almost  $14  mil- 
lion. 

We  have  also  esteblished  the  unique  physician  identification  number  (UPIN)  sys- 
tem. The  UPIN  is  a  unique  identifier  for  physicians  who  biU  Medicare  and  is  re- 
quired on  all  claims  for  services  ordered  or  referred.  As  a  result  of  this  system,  we 
are  now  able  to  detect  abuses  resulting  from  inappropriate  ordering  euid  referring 
of  services  by  physicians.  In  addition,  since  January  1,  HCFA  has  been  denying 
services  referred  by  physiciems  to  laboratories  in  which  they  have  an  ownership  in- 
terest. 
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The  FY  1993  budget  request  of  $148  million  for  medical  and  utilization  review  i^ 
expected  to  jdeld  a  savings  of  $1.1  billion. 

Fraud  and  Abuse. — ^The  Department  is  expanding  its  efforts  to  detect  fraud  and 
abuse  significantly  in  FY  1993.  The  budget  specifically  earmarks  $24  million  for 
fraud  and  abuse  aetection,  more  than  double  the  current  amount  spent  on  this  ac- 
tivity. We  believe  that  earmarking  funds  specifically  for  fraud  and  abuse  detection 
elevates  the  importance  of  this  activity  and  invigorates  the  process.  We  expect  these 
expanded  fraud  and  abuse  efforts  to  save  $360  million  in  FY  1993.  With  this  in- 
creased funding,  we  expect  to  substantially  increase  ovir  referrals  to  the  OIG  for  sus- 
pected fraud  and  abuse. 

Contractors  use  a  variety  of  information  to  detect  and  investigate  fraud  and 
abuse.  For  instance,  Medicare  benefiiciaries  often  inquire  about  questionable  biUings 
and  payments  on  their  Explanation  of  Medicare  Benefits.  The  EOMB  is  sent  to 
beneficiaries  and  details  the  date  and  type  of  service  that  was  received,  the  provider 
who  billed  for  the  service,  and  the  amount  billed.  We  have  recently  revised  the 
EOMB  form  to  make  it  easier  for  beneficiaries  to  understand  and  to  identify  incor- 
rect Medicare  payments  for  services. 

HCFA  re<pires  carriers  to  begin  investigation  as  soon  as  possible  following  receipt 
of  a  complamt  or  identification  of  a  case  of  potential  fraud  or  abuse.  If  there  is  sub- 
stantial evidence  of  possible  fraud  and  abuse,  the  carrier  refers  the  case  to  the  OIG 
for  ftiU-scale  investigation. 

In  February  1992,  we  issued  expanded  fraud  and  abuse  instructions  to  ovir  con- 
tractors. Carriers  will  be  required  to  establish  fiill-time.  Medicare-dedicated  Fraud 
and  Abuse  Units.  Contractors  wiU  also  laimch  a  major  initiative  to  improve  bene- 
ficiary imderstanding  of  health  care  services,  equipment,  and  supplies  so  that  they 
can  help  us  better  detect  fraud  and  abuse. 

Provider  Audits. — ^A  third  major  pajmient  sedeguard  area  is  that  of  auditing  cost 
reports  for  hospitals,  home  health  agencies,  skilled  nursing  facilities,  and  other  Part 
A  providers  who  are  paid  partially  or  completely  on  the  basis  of  cost.  In  performing 
the  audit,  contractor  staff  examiae  the  reasonableness  of  the  costs  incurred  by  the 
provider  and  disallows  costs  that  are  unreasonable  or  not  related  to  the  Me^care 
program. 

In  1991,  Medicare  contractors  audited  6,000  cost  reports,  and  in  doing  so,  dis- 
allowed $1.7  billion.  As  with  other  payment  safeguard  activities,  we  are  working  in- 
tensively to  make  the  process  more  efficient  by  using  more  automation  and  con- 
centrating on  internal  reviews  to  target  audits  at  providers  most  likely  to  have 
claimed  costs  inappropriately. 

The  FY  1993  budget  request  calls  for  $160  million  for  provider  audits.  We  expect 
to  save  $1.8  biUion  in  1993  for  a  return  ratio  of  12:1. 

Medicare  Secondary  Payer. — The  final  payment  safeguard  fimction  is  the  Medi- 
care secondary  payer  program.  The  Medicare  program,  by  law,  cannot  pay  for  serv- 
ices in  certain  situations  when  beneficiaries  are  covered  by  other  insurance  plans. 
Our  contractors  are  responsible  for  identifying  these  situations. 

Medicare  pays  secondary  to  an  employer  croup  health  plan  for  elderly  bene- 
ficiaries, for  certain  disabled  beneficiaries,  and  for  beneficiaries  during  the  first  18 
months  of  Medicare  entitlement  because  of  end-stage  renal  disease.  Medicare  is  also 
secondary  payer  to  workmen's  compensation  and  to  automobile,  hability,  and  no- 
fault  insurance. 

In  1987,  HCFA  moved  from  a  pay-and-chase  mode  in  MSP  when  it  initiated  a 
first-claim  development  program.  Initial  claim  development  allows  us  to  identify 
MSP  cases  before  payment  is  made.  Beneficiaries  provide  information  about  poten- 
tial primary  insurance  coverage  when  their  first  Medicare  claim  is  filed.  Hospitals 
and  other  providers  are  also  required,  by  their  Medicare  provider  agreements,  to  as- 
certain primary  health  insurance  information  from  beneficiaries. 

The  President's  budget  includes  $82  million  for  MSP  activities.  We  expect  a  re- 
turn on  investment  of  58:1  for  Medicare  Part  A  and  18:1  for  Part  B,  with  an  ex- 
pected total  savings  of  approximately  $3  bilUon  in  1993. 

Althouffh  all  contractor  payment  safeguard  activities  yield  good  returns,  the  MSP 
program  nas  proven  to  be  the  most  cost-effective  way  to  secure  Medicare  funds  from 
incorrect  spending.  Our  MSP  efforts  are  being  enhanced  by  the  effective  implemen- 
tation of  the  IRS/^SA/HCFA  data  match  project,  which  was  enacted  in  OBRA  1989 
and  extended  by  OBRA  1990.  The  data  match  assists  us  in  identifying  MSP  cases, 
especially  those  resulting  from  spouses  with  health  overage  through  employment. 

The  first  cycle  of  the  data  match  is  completed.  Usinff  a  screening  questionnaire, 
we  narrowed  the  nearly  one  million  employers  who  mignt  provide  primary  coverage 
to  700,000.  We  are  currently  receiving  information  back  from  employers  on  the 
availability  of  health  care  coverage  for  specific  beneficiaries.  We  estimate  recoveries 
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from  the  data  match  to  be  upwards  of  $600  million.  We  will  begin  the  first  recover- 
ies next  month. 

Expanding  the  Common  Working  File 

Central  to  our  efforts  to  protect  the  Medicare  trust  funds  more  effectively  in  re- 
cent years  is  the  development  and  implementation  of  the  common  working  me.  The 
common  Working  file  is  a  national,  unified  system  of  Medicare  beneficiary  entitle- 
ment and  utilization  data.  The  common  worfcing  file,  which  is  updated  on  a  daily 
basis,  allows  us  to  coordinate  Medic£U*e  benefits  and  to  do  prepajrment  review  of 
claims. 

The  common  working  file  will  allow  us  to  focus  postpajrment  review  on  practition- 
ers and  suppliers  who  appear  to  be  billing  fi*audulently  or  are  misrepresenting  the 
services  or  items  being  furnished  to  beneficiaries.  In  addition,  information  derived 
from  the  MSP  data  match  will  be  entered  into  the  cormnon  working  file  to  enable 
contractors  to  identify  MSP  situations  prior  to  pajring  claims. 

FISCAL  YEAR  1993  CONTRACTOR  BUDGET  PROPOSALS 

In  FY  1993,  Medicare  contractors  will  process  over  730  million  Medicare  claims, 
respond  to  37  million  written  and  telephone  inquiries,  and  perform  8.9  million  hear- 
ings and  apj>eals.  In  total,  the  President's  FY  1993  budget  request  for  Medicare  con- 
tractors is  $1,664  miUion.  The  budget  request  assumes  enactment  of  four  legislative 
proposals  that  would  save  over  $89  million. 

Incentives  for  Electronic  Claims. — ^The  President's  budget  proposes  to  pay  claims 
submitted  electronicsJlv  faster  than  paper  claims.  Currently,  Medicare  pays  both 
electronic  and  paper  claims  within  17  days.  This  proposal  would  allow  electronic 
claims  to  be  paid  within  14  days.  Paper  claims  would  be  paid  in  27  days. 

ITiis  proposal  goes  hand-in-nand  with  the  President's  nealth  care  reform  plan  ad- 
vocating reductions  in  Medicare  administrative  costs.  Claims  submitted  electroni- 
cally could  save  Medicare  nearly  50  cents  per  claim  over  paper  submission.  Because 
electronic  claims  are  less  costly  to  administer,  this  proposal  would  save  $65  million 
in  contractor  funds  in  FY  1993. 

Reassigning  Fiscal  Intermediary  Functions. — Another  legislative  proposal  in  the 
President's  budget  would  allow  the  Secreteuy  to  reassi^  fiscal  intermediary  func- 
tions fi*om  a  suDstandard  performer  to  anomer  fiscal  mtermediary.  This  proposal 
would  improve  contractor  efficiency  and  would  save  $3  miUion. 

Elimination  of  Carrier  Bonus  Payments. — A  third  proposal  would  save  $8  million 
by  eliminating  reward  payments  to  contractors,  over  and  above  their  cost  reimburse-  ^ 
ment,  for  increasing  participating  physicians.  While  the  niimber  of  physicians,  par- 
ticipating in  the  Medicare  continues  grow,  we  have  found  no  direct  link  between  car-  \ 
rier  reward  payments  and  specific  carrier  action.  { 

Cap5  on  High-Cost  Contractors. — ^The  fourth  legislative  proposal  would  save  over  | 
$13  million  by  capping  contractor  cost  reimbursements  at  the  60th  percentile  of  the  | 
actual  unit  cost  of  all  contractors.  j 

Enactment  of  these  four  legislative  proposals  would  give  us  the  firm  authority  and  i 
funding  to  creatively  respond  to  the  rapidly  increasing  costs  of  processing  claims.  j 

CONCLUSION  ' 

We  believe  we  have  a  strong  program  in  place  for  protectinff  the  Medicare  trust 

funds  from  inappropriate  and  unnecessary  paynaents.  The  combined  administrative  j 

and  regulatory  activities  of  the  Department  s  DME  initiative  wiU  go  far  toward  en-  j 
suring  more  reasonable  and  appropriate  payment  amoimts  and  deterring  fraud  and 
abuse.  We  are  also  working  to  improve  the  efficiency  and  effectiveness  of  contractor 

payment  safeguard  activities.  ■ 

We  recognize  that  improvements  can  always  be  made.  Our  legislative  initiatives  j 

for  DME  and  contractor  changes  would  aid  our  efforts.  We  look  forward  to  working  I 

with  you  in  the  future.  ' 

Responses  of  Mr.  Toby  to  Questions  Submitted  by  Senator  Bentsen 

Question  No.  1.  The  General  Accoimting  Office  reported  in  a  recent  study  that 
more  than  $2  Billion  of  erroneous  Medicare  pa3rments  had  been  made  for  claims 
where  Medicare  should  have  been  the  secondary  payer.  Specifically,  Tlie  GAO  cited 
a  HCFA  tracloM  system  for  Medicare  contractors  that  showed  a  backlog  in  1991 
of  $1.1  BiUion  of  these  claims  that  had  already  been  paid.  In  addition,  the  contrac- 
tors reported  that  they  had  not  even  investigated  an  additional  large  backlog  of  pay- 
ments for  which  Medicare  could  have  been  mistakenly  billed  as  the  primary  payer. 
GAO  estimated  that  at  least  $1  Billion  in  mistaken  payments  could  be  owed  by  pri- 
mary insurers,  in  addition  to  the  $1.1  Billion  backlog  that  is  known. 
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In  view  of  these  backlogs  reported  by  GAO,  it  seems  that  more  money  shotdd  have 
been  spent  in  the  last  few  years  for  Medicare  payment  safeguards  relating  to  the 
secondary  payment  program.  Yet  at  the  hearing  when  Senator  Durenberger  asked 
you  whether  or  not  funding  for  the  payment  safeguard  program  was  a  problem  for 
the  agency,  you  answered  that  "there  is  a  lot  of  pressure  on  the  budget,  without 
question.  But  we  find  that  even  in  this  atmosphere,  we  have  been  able  to  get  the 
job  done." 

Now  I  realize  that  the  backlogs  which  GAO  describes  acciunulated  before  you  be- 
came in  charge  of  the  agency.  But  wouldn't  you  say  that  these  kind  of  backlogs  are 
inconsistent  with  "being  able  to  get  the  job  done?" 

Answer.  In  past  years  HCFA  had  requested  additional  safeguard  funds.  However, 
approval  of  the  fimds  had  been  constreuned  by  Congressionally-mandated  deficit  re- 
duction measures  and  pre-established  budget  targets. 

HCFA  developed  a  backlog  reporting  and  tracking  system  to  insure  these  claims 
woidd  not  be  forgotten  and  would  be  developed  as  soon  as  fimds  became  available. 
In  Fiscal  Year  1992,  the  fimds  became  available  and  the  backlogs  have  been  signifi- 
cantly reduced. 

In  addition,  HCFA  developed  the  IRS/SSA/HCFA  Data  Match.  The  initial  tax 
years  of  the  Data  Match  project  are  1987-1989.  Through  the  Data  Match,  HCFA 
IS  securing  employment  information  to  determine  health  insurance  coverage  on  the 
employees  of  between  800,000  to  1,000,000  employers.  Once  the  information  is  re- 
ceived, HCFA  will  take  steps  to  stop  payment  on  claims  for  beneficiaries  who  cur- 
rently have  employer  coverage.  HCFA  will  also  search  paid  claim  files  to  determine 
if  mistaken  payments  have  been  made  in  the  past  where  there  was  employer  cov- 
erage. 

Tne  two  actions  mentioned  above  have  enabled  HCFA  to  "get  the  job  done" 
through  the  lean  years  without  losing  track  of  the  prior  mistaken  paid  claims. 

Question  No.  2.  GAO  has  testified  that  the  budget  for  payment  safeguard  activi- 
ties was  cut  between  1989  and  1992.  You  have  testified  that  you  are  proposing 
about  a  20%  increase  for  1993,  relative  to  1992.  If  this  money  were  appropriated, 
can  you  assure  us  that  the  entire  backlog  that  GAO  reported  for  the  Medicare  sec- 
ondary payment  program  will  be  eliminated? 

Answer.  The  20  percent  increase  in  payment  safeguard  fimds  will  eliminate  the 
backlogs  cited  by  the  General  Accoimting  Office.  Tlie  only  potential  backlog  that 
could  occur  would  be  fi-om  a  higher  than  anticipated  workload  created  by  the  IRS/ 
SSA/HCFA  Data  Match. 

Question  No.  3.  By  your  own  testimony,  you  have  indicated  that  each  doUar  spent 
on  payment  safeguards  will  yield  a  $15  return  to  the  HI  Trust  Fund.  In  view  of  this 
extremely  high  rate  of  return,  wouldn't  a  funding  increase  for  FY  1993  of  signifi- 
cantly more  than  the  20%  that  you  have  asked  for  be  justified? 

Answer.  The  current  funding  level  is  sufficient  for  all  anticipated  workloads  for 
the  Medicare  contractors  in  Fiscal  Year  1993.  In  addition,  contingency  fiinds  re- 
leased in  Fiscal  Year  1992  allowed  HCFA  to  accelerate  the  recovery  of  prior  mis- 
taken payments. 

From  October  1991  to  March  1992  Medicare  fiscal  intermediaries  recovered  over 
$112  million,  and  Medicare  carriers  recovered  over  $14  million  in  mistaken  pay- 
ments relating  to  claims  that  had  previously  been  backlogged.  Final  resolution  of 
m8m.y  other  backlogged  cleiims  was  achieved  by  the  contractors. 
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Statement  of  the  Council  of  Nursing  Home  Suppliers 

Mr.  Chairman,  my  name  is  Neal  Thrift.  I  am  Vice  President  of  Care  Supply,  Inc., 
a  nursing  home  supply  company,  and  Chairman  of  the  Council  of  Nursing  Home 
Si:mpliers. 

We  applaud  you.  Senator  Rockefeller,  for  your  interest  and  dedication  to  health 
care  and  the  Medicare  program.  Yotu*  hearing  is  viewed  by  our  Council  bb  an  oppor- 
tunity to  seek  change  in  an  antiquated  Medicare  system  which  invites  fraudulent 
practices. 

CNHS  is  a  newly  formed  organization,  roughly  a  year  old.  Our  members  provide 
services  to  more  than  100,000  nursing  home  residents  in  over  40  states.  The  Coun- 
cil's goal  is  to  achieve  a  "level  playing  field" — both  for  Medicare  beneficiaries  and 
for  suppliers  of  Medicare  covered  services.  Currently,  even  though  Medicare  bene- 
ficiaries aU  pay  the  same  monthly  Part  B  premium,  they  are  entitled  to  receive  very 
different  amounts  and  t3^es  of  Medicare-covered  supplies.  Suppliers  also  receive 
widely  varying  payments  for  the  same  Medicare-covered  products,  inviting  unscru- 
pulous suppliers  to  "forum  shop"  for  the  highest  paying  Medicare  carrier.  To  achieve 
this  "level  playing  field"  for  both  beneficiaries  and  suppliers,  the  Coimcil  advocates 
four  program  changes:  (1)  national  uniform  coverage  guidelines  for  Medicare  sup- 
plies; (2)  national  uniform  utilization  screens  for  Medicare-covered  supplies;  (3)  na- 
tional uniform  reimbursement  rates  imder  the  Medicare  Part  B  program,  and  (4) 
pubUc  disclosure  to  beneficiaries  and  providers  of  these  changes. 

The  types  of  products  covered  by  Medicare,  the  number  of  products  which  Medi- 
care will  cover  (called  "utilization"),  the  medical  criteria  used  by  the  carrier  to  qual- 
ify for  the  product,  the  amoimt  of  reimbursement  for  each  product  and  the  disclo- 
sure of  information  (and  "utilization")  are  not  uniform  throughout  the  country.  In- 
stead, all  these  decisions  are  individually  made  by  each  of  the  more  than  40  car- 
riers— large  insurance  companies  who  contract  with  the  Depeu-tment  of  Health  and 
Human  Services  to  process  and  pay  Medicare  claims.  Each  carrier  has  jurisdiction 
over  one  or  more  states,  so  that  if  a  carrier  decides  not  to  cover  a  certain  product 
(or  to  reduce  or  limit  the  utilization  of  a  covered  product),  aU  nursing  home  resi- 
dents who  Uve  in  the  state  or  states  over  which  the  carrier  has  jurisdiction  would 
be  denied  Medicare  coverage  for  that  product — if  the  claim  is  submitted  to  that  car- 
rier. 

Not  just  coveraffe  and  utilization  widely  vary  fix)m  carrier  to  carrier.  Allowable 
charges  also  greatly  vary  from  carrier  to  carrier,  creating  an  incentive  to  abuse  the 
system  by  biUing  the  carrier  that  permits  the  nighest  reimbursement.  Where  two 
carriers  serve  a  single  state,  covere^e  and  utilization,  as  well  as  reimbursement 
oft;en  vary  even  within  that  single  state.  Although  allowable  charge  information  is 
available  from  most  carriers,  complete  coverage  criteria  and  utilization  screens  are 
not  published  and  are  genercilly  imobtainable. 

Congress  took  an  important  first  step  toward  national  rates  in  the  Omnibus  Budg- 
et ReconciUation  Act  of  1990  (OBRA  *90)  hj  adop>tir^  legislation  to  move  to  regional 
reimbursement  rates  by  1994.  This  legislation  will  achieve  uniformity  of  reimburse- 
ment within  each  region  for  prosthetic  devices  and  orthotics  and  prosthetics.  How- 
ever, this  action  wiU  only  result  in  uniform  rates  within  each  region.  CNHS  urges 
Congress  to  take  the  next  step,  and  move  to  mandate  uniform  rates  nationwide. 

Moreover,  mandating  national  reimbursement  rates  for  prosthetic  devices  is  con- 
sistent with  the  CoMress's  eeirher  move  to  national  fee  screens  for  parenteral  and 
enteral  nutrition  (PEN)  supplies,  and  the  transition  to  "national"  pajrment  rates 
with  regional  variations  for  diirable  medical  equipment  ("DME").  Since  CNHS  mem- 
bers market  nationally,  CNHS  members  favor  the  adoption  of  national  fee  screens, 
similar  to  PEN  reimbursement,  rather  than  the  DME  model.  Although  DME  reim- 
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bursement  is  moving  to  "national"  payment  rates,  this  system  does  not  have  truly 
national  uniform  payment  rates,  because  the  rates  reflect  some  regional  variations. 

In  addition  to  and  consistent  with  mandating  national  imiform  payment  rates,  the 
nimiber  of  carriers  should  be  reduced  to  the  minimum  necessary  to  efficiently  proc- 
ess claims  for  Medicare  Part  B  products  and  services  furnished  to  nursing  home 
residents.  Congressionalljr  mandated  nationcd  uniform  payment  rates,  and  national 
uniform  coverage  and  utilization  screens,  together  with  a  reduction  in  the  number 
of  earners  would  eliminate  all  incentive  to  "forum  shop"  and  truly  solve  the  problem 
that  "zip  code  billing"  by  itself  addresses  without  regard  to  its  harmful  impact  on 
beneficiaries. 

Senator  Sasser's  legislation,  S.  1736,  begins  to  address  the  problem  of  forum  shop- 
ping with  a  provision  which  wotdd  move  towards  national  uniform  reimbursement 
rates.  The  Council  supports  this  provision. 

However,  national  uniform  pajrment  rates  alone  without  national  uniform  cov- 
erage and  utilization  screens  would  discriminate  c^ainst  many  Medicare  bene- 
ficiaries. For  example,  although  the  payment  rate  for  a  particular  item  may  be 
$10.00  nationwide,  one  carrier  may  decide  that  the  item  should  not  be  covered  at 
all,  another  carrier  may  decide  that  the  utilization  is  two  items  per  month  per  pa- 
tient, and  a  third  carrier  may  decide  that  the  utilization  is  four.  This  is  nonsense. 
Clearly,  there  is  a  need  for  uniform  coverage  and  utilization  rates,  as  weU  as  iini- 
form  payment  rates.  As  discussed  above,  the  uniformity  in  coverage  and  utilization 
must  apply  nationwide.  This  is  only  common  sense  since  all  Medicare  beneficiaries 
pav  the  some  monthly  premium — $31.80 — ^for  Part  B  services  nationwide. 

Moreover,  imiform  coverage  and  utilization  must  be  adopted  together.  Legislation 
introduced  bv  Senator  Cohen,  S.  1988  and  by  Rep.  Pickle,  H.R.  3837,  woidd  man- 
date national  uniform  coverage  and  utilization  gmdelines.  Without  uniform  utiliza- 
tion guidelines,  uniform  coverage  can  be  rendered  meaningless.  It  is  a  cruel  but  sim- 
ple ploy  to  say  that  a  medically  necessary  product  is  "covered"  by  Medicare  but  then 
make  the  utilization  of  that  product — ^the  number  and  amount  or  preexisting  medi- 
cal condition  so  restrictive  as  to  deprive  Medicare  beneficiaries  of  any  real  treatment 
or  benefit. 

The  Council  supports  legislation  mandating  national  imiform  coverage  for  Medi- 
care Part  B  supplies  to  nursing  home  patients.  But  it  also  believes  that  uniform  cov- 
erage does  not  go  far  enough.  The  Council  strongly  urges  Congress  to  take  fiirther 
steps  to  protect  beneficiaries — and  to  mandate  umform  utiltzation  screens  for  cov- 
ered products  and  services  nationwide.  CNHS  also  advocates  that  these  national 
uniform  utiUzation  screens  be  adopted  based  on  what  is  medically  appropriate  as 
determined  by  a  panel  of  mediced  experts  and  disclosed  to  the  medical  community. 

Currently,  there  are  two  proposals  in  the  Senate,  S.  1736  introduced  by  Senator 
Jim  Sasser,  and  S.  1988,  introduced  by  Senator  WiUiam  Cohen.  Both  address  ideas 
that  the  Council  supports:  zip  code  billing  and  a  reduction  in  the  number  of  carriers 
from  more  than  40  to  4.  However,  these  ideas  will  only  begin  to  eliminate  the  prob- 
lems of  fi-aud  and  abuse.  They  will  not  completely  eliminate  the  incentives  for  the 
unscrupulous  to  abuse  the  system  and  will  harm  beneficiary  access  to  services.  Nor 
will  they  eliminate  abuse  of  beneficiaries  and  providers  by  Medicare  carriers.  Al- 
though the  Council  supports  both  biUs  and  believes  they  should  be  incorporated  into 
one  comprehensive  piece  of  legislation,  we  need  to  stress  that  unless  uniform  cov- 
erage, utiUzation  and  reimbursement  are  implemented  simultaneously  with  zip  code 
billing  and  a  reduction  in  the  number  of  carriers,  the  beneficiaries  will  be  denied 
products  and  services  in  some  states  that  will  be  covered  in  other  states. 

Another  issue  that  has  been  raised  is  the  ability  of  a  supplier  to  obtain  multiple 
provider  numbers.  A  provider  number  is  essentially  an  account  number  that  enables 
a  carrier  to  issue  payment  to  a  particular  Medicare  supplier.  What  has  occurred, 
in  some  instances,  is  that  a  supplier  will  create  several  businesses  and  request  sepa- 
rate provider  numbers.  At  present,  some  provider  number  applications  require  the 
applicant  to:  (1)  identify  any  owner  or  key  employee  of  the  business  who  has  ever 
participated  in  the  Medicare  program;  (2)  state  whether  the  supplier  has  more  than 
one  location;  and  (3)  state  whether  the  supplier  serves  beneficiaries  in  any  other 
states.  If  a  supplier  deliberately  fails  to  disclose  other  relationships,  the  suppUer 
may  be  guilty  of  filing  a  false  statement — a  crime  under  federal  law. 

The  council  supports  the  provisions  in  the  Cohen  bill  which  would  require  the  Sec- 
retary of  HHS  to:  (1)  develop  national  uniform  standards  for  the  application  and  is- 
suance of  provider  numbers,  (2)  require  the  renewal  of  provider  numbers,  and  (3) 
establish  cfisclosure  requirements  in  order  to  receive  or  renew  a  provider  number. 
The  Council  beUeves  the  provisions  in  S.  1988  will  go  farther  to  eliminate  fraud  by 
imposing  stricter  standards  on  suppliers. 

The  Council  of  Nursing  Rome  Suppliers  recommends  that  Confess  require  the 
Health  Care  Financing  Administration  (HCFA)  to  adopt  one  national  umform  pro- 
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vider  number  application  form  for  all  Part  B  providers.  Before  a  provider  number  I 
is  issued,  the  applicant  would  be  required  to  oisclose,  \mder  oath,  on  the  form:  (1) 
whether  the  suppUer  has  more  than  one  location;  (2)  all  States  in  which  the  supplier 
serves  Medicare  beneficiaries^  and  (3)  any  other  Medicare  provider  or  suppher  in 
which  the  applicant  making  disclosure  or  a  family  member  has  a  controlling  interest  i 
or  ownership  interest  of  5%  or  more.  | 

Recent  media  and  Congressional  attention  has  also  focused  upon  suppliers  in-  ■ 
creasing  their  reimbursement  by  billing  Medicare  for  each  individual  component  I 
separately  when,  in  fact,  the  supplier  has  delivered  a  kit  or  box  of  products  to  a 
nursing  home  resident.  CNHS  members  are  not  aware  of  the  facts  in  each  of  these 
cases,  and  cannot  determine  whether  the  supplier  had  actually  been  instructed  by 
a  particular  carrier  to  bill  per  item  or  per  component.  For  example,  in  1990,  some 
carriers  issued  written  directions  to  suppliers  to  biU  ostomy  and  urological  items  on  | 
a  "per  item"  basis,  not  "per  box"  or  "per  package."  Billing  per  item  is  consistent  with 
the  HCPCS  codes,  HCFA's  national  coding  system  for  products  which  assigns  aUow- 
able  charges  to  individual  items,  not  to  packages  or  boxes  of  items.  With  regard  to 
kits,  some  carriers  issued  written  directions  to  suppliers  to  bill  catheter  care  kits  | 
on  an  individual  component  basis  after  April  1,  1989.  I 

Nevertheless,  CNHS  believes  that  where  multiple  items  are  delivered  to  a  nursing 
home  resident  in  a  kit.  Medicare  should  not  reimburse  on  a  component  basis  if  this  i 
results  in  a  greater  reimbursement  than  is  paid  for  the  kit.  To  address  this  problem,  | 
CNHS  recommends  that  Medicare  adopt  a  national  policy  to  reimburse  suppliers  an  j 
amount  which  equals  the  lesser  of  either  the  kit  or  the  sum  of  its  individual  compo-  | 
nents. 

RECOMMENDATIONS 

CNHS  recommends  that  a  level  plajring  field  be  created  for  both  Medicare  bene- 
ficiaries and  Medicare  Part  B  supphers  by  mandating  the  following: 

1.  Congress  should  mandate  the  creation  of  payment  rates^  coverage  determina- 
tions and  utilization  screens  that  are  uniform  nationwide  for  prosthetic  devices, 
orthotics  and  prosthetics,  and  surgical  dressings  fiimished  to  nursing  home  resi- 
dents under  Medicare  Part  B.  Congress  should  go  beprond  current  legislative  propos- 
als which  mandate  national  uniform  covereige  and  give  Medicare  beneficiaries  addi- 
tional protection  and  assiu'ance  of  equal  treatment  by  mandating  national  tmiform 
utilization  screens  as  well — ^with  the  medically  appropriate  screens  to  be  determined  I 
by  a  panel  of  medical  experts.  | 

2.  Congress  should  require  fiill  disclosure  of  payment  rates,  coverage  guidelines  j 
and  utilization  screens  along  with  information  used  to  make  such  determinations  to  ^ 
hold  the  program  accumulate  for  their  decisions  and  to  prevent  Medicare  program  i 
abuse  of  beneficiary  rights.  | 

3.  Consistent  with  the  move  to  national  uniform  payment  rates  as  a  solution  to  j 
"forum  shopping,"  Congress  should  reduce  the  number  of  carriers  to  the  minimum  | 
number  necessary  to  efiiciently  process  claims  for  orthotics,  prosthetics,  prosthetic  | 
devices  and  surgical  dressings.  | 

4.  Congress  should  require  that  all  carriers  adopt  a  uniform  provider  number  ap-  | 
plication  form  which  provides  for  disclosure  of  interrelated  ownersliip.  i 

5.  Congress  shoiild  require  carriers  to  reimburse  suppliers  an  amount  which  is  the 
lesser  of  either  the  cost  of  a  kit  as  a  whole  or  the  total  cost  of  the  individual  compo- 
nents, j 

CONCLUSION  ! 

Mr.  Chairman  and  Committee  members,  we  thank  you  for  the  opportunity  to  • 

present  our  views.  As  our  testimony  notes,  we  seek  to  change  the  system  which  in-  | 

vites  abuse,  and  we  are  always  willing  to  work  with  your  staff  to  develop  l^slation  j 
along  the  lines  suggested  in  our  testimony.  The  Council  of  Nursing  Home  Suppliers 

believes  if  Senator  Sasser's  and  Senator  Cohen's  legislation  were  to  be  combined,  j 

our  recommendations  would  be  almost  ftilfiUed.  i 
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Statement  of  the  National  Association  of  Medical  Directors  OF  Respiratory  iJ 

Care 

The  National  Association  of  Medical  Directors  of  Respiratory  Care  (NAMDRC) 
welcomes  the  opportunity  to  submit  comments  in  conjimction  with  the  Senate  Fi- 
nance Subcommittee  on  Medicare  and  Liong-Term  Care  hearings  on  ways  to  cut  in- 
appropriate MedicEU-e  spending. 
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NAMDRC's  membership  is  composed  of  physicians  in  nearly  2,000  hospitals  na- 
tionwide who  serve  as  medical  directors  oi  respiratory  care  departments.  Our  pri- 
mary responsibilities  are  to  assist  the  hospital  m  the  management  of  patients  with 
respiratory  problems,  a  signijGcant  portion  of  whom  are  on  life  support  systems  in 
intensive  care  imits. 

Much  has  been  stated  during  hearing  in  both  the  House  and  Senate  on  the  issue 
of  physician  referrals  to  entities  in  which  the^  have  an  ownership  interest.  In  fact, 
the  Congress  responded  to  evidence  of  abuses  in  the  clinical  laboratory  arena  by  es- 
tablishing a  formal  ban.  We  strongly  support  such  bans  when  there  is  evidence  of 
such  abuse. 

As  medical  directors  we  are  intimately  involved  with  the  discharge  of  patients 
from  hospitals  who  may  need  supplementary  oxygen,  home  ventilators,  or  related 
eqviipment.  Under  ciurent  Medicare  statute  and  regulations,  we  are  reqiiired  to 
complete  a  detailed  "certificate  of  medical  necessity"  for  such  patients,  identifying 
specific  objective  medical  criteria  such  as  arterial  blood  gas  results  or  oxygen  satura- 
tion measurements.  These  specific  measurements  were  identified  as  benchmarks  by 
a  nationcd  institutes  of  health  consensus  conference  on  long  term  oxygen  therapy 
and  are  strongly  supported  by  the  medical  commtmity  as  accurate  indicators  to 
identify  patients  who  genuinely  need  supplementary  oxygen. 

Additionally,  it  is  important  to  recognize  that  Medicare  pajrment  of  oxygen,  a 
therapeutic  modality,  is  not  dependent  upon  the  supplier.  Rather,  it  is  a  flat  pay- 
ment regardless  of  the  suppUer.  If  a  physician  refers  a  patient  to  company  A  or  com- 
pany B,  the  payment  by  Medicare  is  the  same. 

Therefore,  ^fAMDRC  believes  that  it  is  reasonable  to  provide  an  exemption  rel- 
ative to  a  ban  on  physician  referrals  to  entities  in  which  they  have  an  ownership 
interest  when  the  aepartment  of  health  and  human  services  requires  objective  medi- 
cal criteria  to  determine  the  therapeutic  need  for  a  reimbursable  item  such  as  oxy- 
gen. 
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